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Revenue

Revenue Growth Rate

Operating Income @

Operating Income Growth Rate
= LA

EBITDA Growth Rate

Diluted Earning per Share ©

2002 2003 2004

Cash
. . $220 $151  $31.0
Working capital $36.9 $32.5  S71.0

Total assets )
Long_term debt $71.5 $1 02.3 $193.8

Stockholders’ equity $49 8 $65 2- $147 2

=002 Operating Income shown above 15 betore deducting $5.2 million in

2002 2003 2004 non-cash, stock compensation expense. Reducing the $13.7 million of oper-
ating income above by the $5.2 million, yields our reported operating profit of
$8.5 million.

famillions © EBITDA as defined represents net income before income taxes, net interest
mcome) expense, depreciation, and amortization. Reference the Form 10-K
nancial statements for the components of eBITDA. 2002 EBITDA shown
above is before deducting $5.2 million in non-cash, stock compensation
expense. Reducing the EBITDA of $14.2 million above by the $5.2 million,

yields EBITDA of $9.0 million.

® 2002 Diluted Earnings per Share shown above is based on adjusted 2002
net income. 2002 adjusted net income excludes the $5.2 million non-cash
stock compensation expense, a $2.6 million deferred income tax benefit, and
assumes a 40% effective tax rate for al! of 2002. See the Form 10-K for a rec-
oRCiiation o1 2002 adjusted and reported net income. Reported diluted EPS
for 2002 was S0.67.

2002 2003

in miilions)

CAGR = Compound Annual Growth Rate
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Defining the future five or 10 years ahead, let alone 20 |s nearly lmpOSS|ble for most
people. Technologies and social currents tend to converge\and dlverge in ways that are
unpredlctable Yet, science and technology have always had futurologlsts - those who, using
condltlons and trends as a pornt of departure togethe\r}thh thelr mnate presctence

_ E@RéCASTlNG THE MTC VlSl]@N" /8
£l ] e

e
chnologles\Corp.
‘clear vrs;o -o *

Jaytons; I
the establ hment of a multn‘aceted hlgh technolo@ and englneenng servtce'
company one that mlght use nearby\anht Patterson Air Force Base as- the ldeal L
: location to test his concept for a busmes’”that would support our nation’s mllltary
ul-d %’c’gz%yies ) - g P ’4 -7 = ’

His business lnstlnct ‘was to hlre»seasoned professmnals many with former military
A manifestation of ”aASO’”aS\WSfOn experience, empower them\tofmake decisions, and give them the freedom to be
cvﬁanfp'fnvﬁi'?,fsff,,fé,ii’ﬁ; °;Z’jx imaginative ¢ and mnovatlve in pursumg busines§ growth on behalf of the company.

- Abowa & 'h,e deswed a familial culture that’stressed teamwork, ethics, mutual

respect, and trust. Thus with this image’ |n hlS mind, Raj Soin. launched “his business dream. Immediately, he
initiated a company VlSIOn statement a company newsletter, The Observer to foster open communications;
and a pregram.of. Excellence in Service (EIS) that would outline the precepts of quality throughout all of the

l
companys future processes and xbusmess lnterfaces

-
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P
_Dunng the-20-years: 5|nc3,the company 'S\ lnceptlon MTC technologlsts and executives have been combining
—our founder’s-visionary concepts with their own lmaglnatlonsl\to prowde our clientele with real-world solutions for
today’s defense establlshment*needs ‘Although aware of the changlng world and quick to adapt to transforma-
tional challenges, we have not wavered from the Gore values upon which our company was founded. We con-
tinue to nurture our futurologist’s onglnal busuness concepts and culture. Our vision statement remains un-
changed and our EIS program continues to gwde us on our collective quest for excellence in all we undertake.
l
Since that time our founder first gazed into the unknown future, we have wrtnessed the evolution of what
were once blueprints of the imagination — and seen them transformed into the reallty of today’s modern weapon
systems. Further, many among our staff of highly seasoned, professnonals\have been lnstrumental in helping our
nation’s. defense leaders develop, acquire, and sustain these systems -

S

As we celebrate the-first. 20 years of the” MTC Vvision; we. look back~Wlth prlde cn a llst of remarkable —
accomplishments. What's more, we look forward W|th excltement to the unvelllng of the vision for the next tWo =™ =~ -
decades. Our dedicated team continues to help the company: flourlsh‘by.Wlnnlng new contracts to further organic -
growth, and identifying viable acquisition candidates to both enhance- growth- and provide end-to-end technologi- - -
cal solutions. These professionals, through creative |maglnatlon and_innovation; will continue to provide a wide .- y
range of sophisticated engineering, technical,-and- managem STt services;intelligence operations;- and mforma- L

tion technology applications to our na‘uonal defense establishments well‘ 'ntorthe future.. .




The year 2004 marked the 20t Anniversary of MTC’s founding. Your
ompany was founded with a set of guiding principles and a clear vision
for where it was going. Our vision to the Tuture continues to evolve with
the changing nature of the dynamic defense industry we serve.

e preceding page describes how our vision came Into being. Our
letter to you and the pages that follow will address not only 2004 results,
but provide insight to operations within our core areas of focus: Air
Forces, Land Forces, National Security, and Information Systems. A
timeline traces the chronological highlights of MTC'’s history over the
past two decades. More importantly, we provide insight to our ongoing
“Vision to the Future”




By any measure, the 20t year of our ambition to
become a premier provider of national defense solu-
tions was eventful, successful, and profitable. We
would like to share some 2004 highlights with you.

Financial Strength. For the year 2004, our finan-
cial results proved to be the most successful in our
history. We had another year of record results with
revenue reaching $273.0 million, an increase of
44/7/%~fron12003 Our 17% organic revenug, g[gvth in

gyt <
/@@t@n@fe&q of double/dlglt rev

enuie: growth\Our~net~|ncome« rose:to $1 7f7\mrll|on
represent@?‘ft% ~inerease: @ZOO(%Iﬂuted

earnlngs—per*shareqncreas\eaﬁ'om;\}}@vln 2003 to
$1.15in 2004, a 21%  InCreaserwhi tCh was

\
strong consrdenng The issuance }fg
in February 5004ih our follow-ors to,

7Earmﬁs/Betér/e Interest, Taxes, d%’r‘é’”"?ﬁt"

AmmortiZation or “EBITDA” was $32 w |

Oy
17/7 % of.revenue, and increased 48 6\

e:also todk.advantage of the favorable conditions
9 m/ the caplta [markets to provide the company with
srgnlflcant g\owth capability, both through our follow-
on stock offenn%liebruary 2004, and by increasing
oJrsrevolvmg credrtwfacrll‘t\y to $85 million. In February
2005,~we made our’frrst draws on our line of credit
.,
and we anficipate, £n~average a debt to total capital
ratio of approximately~35% over the long-term.

Organic Growth. Our company began with an ini-
tial task order at Wright-Patterson Air Force Base.
Two decades later, our presence there has grown to
over 280 people. They are part of a wide-ranging
workforce of some 2,500 employees serving a diverse
national defense and security customer base span-
ning our country and stretching to distant corners of
the globe. Our engineering and technical/serVices
have been expanded not only to other/A|r Force loca-
tions and components of the Air Natronal Guard, and
Air Force Reserves, but also to theﬁrmy, Navy, and
Marines, as well as SpecrahOperatrons/Forces and //p
federal mtelhg n e“andls?curltyegencres ==

1 /. /

I
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MTC has~aLh1story/othtrong,organ|c growth wrth a-
14%fCompound-Annual Growth_Rate (CAGR)
inception -throt
has prcked Llp
the companyc
busrness ba'se

"'b

from.its .

ugh 2901‘Slnce*2001‘organ|c4 grorm
tola CAGR of & about~30°/ “This. Leflects

te‘chnrcal advrsory and assrstance

_/rlty communltles CTI brought 350 employees wrth

rategylof augmentlng its tradltlonallw —

\ —
 us to maintain our/posﬂon\as an lndustry
leaderin orgamc,revenue growth°/

\\//\\/A//;/ A

rl/m/ ryjo/cus — providing
grnee\rrng informa-
,/and program manage-
f\stove plped weapon sys-
nce offrces)\ has evolved
rnofin egra ed solutlons for capa-
VSN N

se/heedsin a Jomtlenwronment
under the Secretary~of-Defense S transformahon |n|t1 \,I//\

!
\

bility- -based defen

Y
tives. Examples of MTC'’s |nVOIV(a\ment\\wrth\\Nsuch activ
tles as network-centric solutions; ~specral operat|on5\
full life cycle combat support; mformatlon echnology
e\nte)rprlse solutions; intelligence, surverllancé« and

fgl'nrysgance activities; and other solutidhs.can be

wrthrn‘Trﬁs“MTC:Annual Report under th\e\~

Ghd
\
al al-group descr otlons

‘"?’\”"”% \TENVA\
Acqu:srtlon Contrrbutlons‘Department~of\

2N e ~
Defensé (DoD) and natronaLsecunty~ser&es*m\ake
up o/ver>\5/36% of our busmess base-As: a~resu|t,\we
have-feCused our busmess strategy on strengthenmg
each of our four operatlonal groups, through the acqui-
sition of complementary companles\CompIementary,
in the sense that candrdate companres mirror MTC’s
culture and can blend seamlessly W ; p,rovide a

\

strategic operatuonaﬂf by, strengthenlng exustlng busi-
ness or providing ac\ce

to ew customers ‘and new
capabilities; or expandKMTQ" \ eographlcal footprrnt
The contributions to! our—2004 operatlonal success-
es by our strategic ac‘qqulsmons ‘are paramount Prior
year acquisitions have ‘been fuIIy rntegrated rnto
MTC'’s operations and Rave brought enhanced capa-
bilities to our Air Forces\ Natronal Securlty, Informatron
Systems, and Land Forces groups The latter now has
a significant cradle-to- grave presence W|th|n the Army
and Marine Corps land fofces’ market in WhICh

heretofore, MTC had only a small presence
\’ 1 \ '

\

N

i
/ i

Warrenton/ngrnra was added to our famlly of com- N
panles at-mid- year 5004, Addlng CTl-tor our Nat|onal
Secunty Group was another major- step in expandlng
our role to support the intelligence and~nat|onal secu-_ .

“over half quallfled 10 work on the' natlon s most | hrghly J
sensitive prOJectMyExamples which’ rnclude Measure- A.\/
ment and Slgnature lntelhgence (MASINT) englneer- -
ing as3|stance /NuclearJTreaty Moriitoring applica-

tions, and Knowledg “Management systems, can be

I%ﬂ e [f\‘\‘\»

Jﬁhl‘;“ ; } )

found in the! followmg’pages
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4,¢HE—BU$INESS LANDSCAPE

Whjl/e the companys -original vision of providing
LVICGS”IO our nation’s military and defense intelli-

As of this writing, two other companies joined Us<
the beginning of 2005 — OnBoard Software, Inc. - _>z=
(OBS), based in San Antonio, Texas and Manufactur- =7
ing Technologiesyinc. (MTI), based in_Fort Waltonfv :
Beach, Florida. These/acqu|S|t|on§bolstered,the i

o whil gence/agenmes has come true, we must now keep
strategic direction Of MTC\scAlnForces/Group -whie P srght of and keep pace with our customers’ present
providing new capabrlltres\for our otfiergroups as ~ <

- "<~day realities and the-changing. face of operations to

well. MTI's 450 employees possess the’credennalsft/o;/ meet the nation's-future defense needs. The Global
support highly sensmve program

m \and add obsoles-” _~War on Terrgrism.and the DoD’s, ongomg effort to

tto MIC’ lized-sTppoft for=-=
cence management to $(Specialized-Support 10k yaisform.thie mrlltary constitute unique. challenges

integration, mod|f|cat|on and‘ sustarnment technolo- '-/—for~eur natlon s Ieaders At the same‘trme these chal- =i
gies to modernize agmg arrcraft— = -

Services. Tt}e acqulsrtlon of OB
was another steg in MTC’ s~strategy\ ‘ nhe | —

AR 4 g
e Forces Groups growing sharezof the weapon system \Compo n
modernlzatlon market OnBoards cadre of experl- e

/ \

demand by th’e\_ déral-govérnm
services, whlle c ng'opportunltles for companles
positioned to satr those outsourcing needs.~ =
Looking ahead there are'many areas where mdustry
can play an mcreasmgly vital role in providing integrat-
ed solutions for our natron s warfighters. The ‘military’s
foremost priority is the" p\rotection of our.warfighters

+, With improved body armor and combat vehicle protec-

AN
\\ \ware and)software/ systems technology in“avionics,
\dlagnostrcs/prognostlcs and secure W|reless\

™ commumcaﬂons k

™~
-~

Leadershlp Another benefit of our acqwsrtlon pro-
gr m is the opportunity to obtain additional senior,
/management talent to complement our pollcy of pro-

*\motrng from within to help manage our- aggressive * tion: With the nature of warflghtmg changmg, the face .
growth plans. In 2004, we went outside. of these oy, of battle_ has evolved info urban‘warfare against a
~ys resources to hire Mr. Billy J. Bingham- (Brigadier ‘phantom enemy Thus, “future force warrior” technolo- -
\General USAF, Retired) to bethe Senior Vice ~ gies and new- “train as you fight” inltlatrves are .-
President in charge of ourNational Security Group. -~ required to meet the threat. The war has also generat-
While this group. enJoyed good.organic growth in the - “eda renewed interest in combat search’ and rescue
past, we were growing from-a small base.-We Jook procedures and new: technology to recover our fallen
forward to Mr. Bingham creating an expanded footprmt > .airmen “and soldiers, as well as a\S|gn|f|cantIy expand-

for this group. /ed role for Special Operatlons Forces

o

Recognition. MTC's ongoing vision for our cus- v//) - Tt:je Iessocrj‘lso Iearnted from C}):per Zt'on hE”d“””Q o
tomers remains embodied in our operating phllosophy\ reedom and Operation Iraqi Freedom have empha-
~gized: -the increasing need for.real-time Intelligence,

1 /
of “Excellence in Service.” Formed with emphasis:6n
PRass Suryelllance and Reconnaissance (ISR) technology

alit Il th . always
quality in all that we do, our EIS program, a *W ys in combat theaters around the globe. Closely associ-

been a part of our history — and our vrs/r/on/to/the/ 164 are th s f twork-cent ;
future. Our strict adherence to the precepts of EIS Atgd are the requirements for network-centric systems
that ‘tie communication satéllites to unmanned aerial

(e >

paved the way for our initial entry mto—the ISO quality =’
systems model, subsequenthSO 9001 2000 Certrflca- ~vehicles (UAVS) ~command and control (CZ) ground
//—;statlons andfcombat strike alrcraft—and art|I|ery sys-

tion at the_corporate- fevel. and ‘selected- eperatréﬁ/al
) == tems\The demand’for Jomt force sharing of mforma-

sites, and our néw thrust for CMMI Level 3 Certifica- fion to5hmol o combat: oS\ hgr |
tion‘at several- operational sites. Our concentrated ion technology and.combat-eperations is-ano € les-
son Iearned Ar-nong other_outcomes of the Global

efforts to maintain quallty business processes have

résulted-in the-extehsion of our ISO’ 9001:2000 W/ar on Terrorism and DoD Transformation are
Certrflcatron for an “another three years. réquirements to modernize our, .aging weapon systems

-~ Tree— “with -new- technology modrfrcatlons and to manage

R e e — T
———Our- empleyeee commitignt 1o délivering highest —=obsolescence rssues_fgrspareS‘and repairs:fo_keep
\

‘theTsystems operationallyready. Additional” requwe- T
uality services and productsTied.to even wider.recog= < -

gltlonyby the busmesrsj community rn\2004/Wh|Ie theg \ments addr_e_ss reconstitution of warfrghtlng_vehrcies
 Dayton Business Journal ranked us Iocalvasqhe #1 andrese resettlng u_n_ns for future combat. et

. Dayton -Area Busmess other recognition came from _

e

i
2

erI be beneficiaries of continued, and perhaps
—-inereased, government spending to outsource its .
oneeds The.list.also_reveals. many_actlvmes fOF\WhICh/
) ntracts: -~

11th~fastest growing small companyin the U. S./
Forbes ran@d‘us~23fd~of the 200 best busmesses in
Amerlca and~ Wash/ngton“Technolog/es rankéd us\2",
in revenue growth amongithe “Top 100” IT‘Fe/deraI\/
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Today’s U.S. Air Forces have what they
need to defend the nation — but are com-
mitted to building the Future Total Force
to prevail against the entire range of
future challenges.

The F/A-22 fighter, still on the drawing board
when MTC’s founder contemplated the future, is
now reality and on track to become operational in
2005. It remains the centerpiece for Air Force
global strike operations under its transformation

initiatives to restructure to meet the challenges of

the 21st century. Key to that realignment is the
concept of a Future Total Force, whereby units
of the active duty, Air Force Reserve, and Air
National Guard are integrated in every
mission area.

MTC has likewise restructured its opera-
tional concept to form business groups to
align with our “Vision for Our Customer
Base” One MTC group, Air Forces, has
been formed to satisfy the national
defense challenges that face the Future
: Total Force. Indeed, MTC is providing
\, total solutions for these complex core
mission challenges. At the heart of
our vision for the
: group is our thrust to
! s become a Center of
Excellence to “Field
and Sustain Weapon
An F-15E “Strike Systems.” We have
Eagle” prepares for demonstrated and
taxi. MTC engineers kx are building our

- ero. y H - ‘:v
are identifying Q' N o
solutions to improve o’ . %‘1 capabilities to

systems interface accomplish
between the fighter . piis
and the TACAN i this.
navigation system. -

/

Timeline
1984

@ Raj Soin founds Modern

Technologies Corp. (MTC)
at Dayton, Ohio




HEADOUARTERS. ([ L T

b Vs —
TRANSFORMATION | | R -
(’ ___.._._..._a-w—zaum-—f‘\ - \ CNe L e TR ; .", I3
MTG:s’ Air Forces = . IV;fTC tecgnieiansdleac; an ( 7“«.”" N A{',r"::s;«
- e effort to design, develop, ; ‘\
Group parsonngl help, /i and produce a new ~ We are at war today and as part
develop Secretary of ' Advanced Identification cof the Joint Warflghtlng Team, the A|r
the Air EC;’CG'DO“C ; . Friend or Foe (AIFF) P
Y./ ! system for the 460 combat (RIS domg its part to ensure our~~ﬁf
and provide full life - § 12 ' : Air National Guard F-16 v 's defense by; executlng |ts core_s;
wmm\J . 3 f ” A : | "
cycle services from s [P sk Falcon” airoah /missions of Global Strike, Global

requirements definition™

»'and perS|stent C4ISR MTCA" -

A
throughfsustan/tme,nt IS daing |ts/part to help win ‘the |
We pFOV'deaP/ab”"f Global-War.on Terrorism. by“provrdmg
ties-based plann}ng for s : rspemahzed engineering, technlcal

Air Force-transformatlontfrom the Cold
War modelto the new Air and Space
Expedltlonary/Forces model L with a
complete Jange. of capabllmes from
humanltarlan Telief to full- scale war-
fighting. In the Bffrce of he Secr'etary of |
the Air Force I\E/I'IiC provndes se )_\|ces |
across a‘ tde spectrumgfrom smence

' and management skllls to help the‘ :§ =

Force*achleve its objecttve of mod- ‘
I P \J

/ ernlzmg Iegacyfweapon systems W|th

the Iatest technologles Our servrces m

to Global Strike and Gtobal Moblllty m

mclude Program Management;ferv‘ Lo

4 The task to develop and install a

and teohnologyt to compat operatlons v

At Headquarters Arr FOI’CG Materlel . solid-state digital video recorder on
| the F-16 “Falcon” to improve combat

Command (AFMC) Wthh is responsu/ capability has been awarded to MTC.

ble for R&D test and ev’\Damtronxacqul-
sition management and-legistics’sup-.~
port to keep welapon [systems ready,forr
war, MTC devetgps an mtegrated ~ _
approach to'meet| oD’ s\t)ransfe\rstanonx WTC has provided managoment and

expectatsons “\__, (’“‘ ) e “Lancer” long-range, strategic bomber
u —r { ad for over 11 years.
.

| g
NP

For the warflghters we work in con-
cert with mllltary professmnals to estab-_,
lish operatlonal capab|I|t|es require:
ments. At the\@nﬁa‘r of MTg“s co\r'e ‘
competqlges rstsuppont\fpr weapon
systems-under the Product.Centers;

o~

responS|bIe~for development,and,pro,
duction, andt ~ r—‘-’m“ e
under the Air ) ‘
LoglstICS'Centers
respons:ble for
modlflcatron

!ntegraﬂon and . T "SPNERSY  \1TC engineers are engaged in a
sustainment~———H : Y J S es m . major effort to design, develop,
. produce, and test a Joint Threat
Emitter (JTE) to train aircrews by
providing simulated electronic
warfare combat conditions.

B parts and eparrs to keep them

operatlonat!yready /,,\ k;\:“ “\Ne::;:

=

Ogden, Utah office

opens g \i\lins first major contract: $19.4M
) far Aeronautical Equipment Offic
: at WPAFB




n the long-range strike arena, we
e d
YT financial management to the F-117
snerssent precse S =16 aircraft, within the Systems  System Squadron and to thg B—1B
TG formed under the Aeronaut-  and B-2 Systems Groups within the
E———c Y Stems Center's (ASC) new Long Range Strike Wing. At the
Fighter Attack Wing structure. ALCs, we provide technical support
ehe B-1B, replacement compo-
&1 the three Air Logistic Centers, nents for transponders of the
;sengaged in executing over stealthy B-2, and integrate new net-
ask orders under the centric ROBE communications sys-
& Acquisition Sustainment Tool  tems with the C/KC-135. Also in sup-
[ SO jpport Services contracts  port of Global Strike is our technical
[ SUPPOTrT Gilobal Strike operations. support to the Air Launched Cruise
Missile and Advanced Cruise Missile.

TS Steailn. supercruise. andg
aled avionics capabilities.

in the fighter attack arena, MTC is
responsible for these F-16 programs:
C/D Low Noise Amplifier
- Digital Video Recorder
Erhanced Diagnostic Aide Through the use of airlift and

=31 B[}

- Advanced Identify Friend or Foe tanker forces, the Air Force provides
oftware Engineering a Global Mobility capability to move

Program | 0 EOPIE and equipiment trougnou
sist with A-10 proaram the world quickly in response to nat-
=15 TACAN ural disasters, humanitarian relief,
1 and {ne Joint lhreat
’ er program to train aircrews. '

the fleet is 23 years, with some
major systems such as the KC-135
approaching 45 years of service.

A C-17 “Globemaster Ill” strategic air-
lifter parts the clouds. MTC supports
this critical cargo workhorse by supply-
ing composite materials for field-level
maintenance.

MTC is integrating the FLIR
imaging system into the
HC-130P ‘King” Combat
Search and Rescue tanker
to provide airborne infrared
and TV video imaging in
order to rescue downed
warfighters.

Shrewsbury, New Jersey

office opens and begins
O’Fallon, lllinois office work on first U.S. Army * MTC moves Corporate Headquarters to

opens contract 4032 Linden Avenue, Dayton, Ohio
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Primary among MTC-Global Mol used. for SOE. mussnons Two of the ;
ity taskings are:. , - most important N 1\ P AIR FORCES
° C-5 fleet sustamment engmeer\ng, N on, Modmca'uon of MH 53 ‘
°* C-5 MADARS software upgrades ot Qopters to'an “M”‘conﬂguratlon,
Wlth neW defenSNe aV|0n|CS tose C-5 Aircraft Modernization Program
m penetratlon of hostnle terntor A $16.5M task order to upgrade the C-5

mflltrate exflltrate and resuppl Malfunction Detection, Analysis, and
w clan destine. force\é\ ; ;o Recording System (MADARS) software

through obsolescence management.
° lnstaliatlon\of F
— m._t\

Joint Threat Emitter (JTE) System

\ A $400M task order to provide realistic air-
‘ ;rs"&efer{swe capabilitiess, ™, Sy A 3 ! crew Electronic Warfare training by simulat-
‘MTC is modrfymg the “J” ™ \ N A ing actual combat conditions.
mode/ WIth advanoed

° C 130 avionies' modernlzatlo
o C-17 composuteamatenals provnsnon

N

\\J\. v

C-17 Airlifter Composite Materials
Clearinghouse A $5M task order to facili-
tate requisition and delivery of composite
materials worldwide.

MH-53"J" Helicopter Upgrade to “M”
Configuration A $47.7M task order to
modernize “Pave Low" helicopters with
state-of-the-art defensive measures, situa-
tional awareness, and communications.

H- 1 “Hu ‘y” hehco ters

P

F-16 Fighter Digital Video Recorder
(DVR) A $200M task order to develop and

install a solid-state DVR that provides an

M i o it i s
e e',?fé?;fs"a?fﬁfﬁffg’ - ‘, : Eng'neer 'ng DeSlgn pport and integrated inflight, multifunctional, single
identification Friend{or Foe T e Obsolescence Man: ment \ screen cockpit display.

(IFF) kit on an MH- 53J \ 0 . i
\ PR T T T T N i B Roll-On Beyond-line-of-sight

SPECHAL @PERATHONS N M E Enhancemeht (ROBE) A $17.9M task
- \L o Y k : ! order to provide a portable communica-
Tk, S ;, TAV . ARG ] , tions package on KC-135 aircraft to create
High among / A|r Force~pr|ormes is. Obsolescence Management ystem’**« a war-fighting network in the sky.

incr | -
ncreased focus oh Specna Operatlons “whlch prowdes system specmc analy- HCA30 Aircraft Forward Lookin

Forces (S,,OF) Thls‘ls not awpenpheralj ses obsolete pa ndenttflcauon and Infrared (FLIR) A $40M task order to inte-
capability”, stated the 7 A’r Force " ~form, fif, and functlon solutlons will grate, install, and test the FLIR system on

Secretary. He! mtends to. brmg together 5
what he calls, “Battlefleld Airmen?, L
combat controtlers\pararescuemen

L
enable MTC"tO ecome a,provuder HC-130 Combat _Search and Rescue
A4 (CSAR) tanker aircratt.

B F-16 Aircraft Advanced ldentification

combat weathérmen, anthhers —~to G ‘ e | Friend or Foe (AIFF) A $175M task order
strengthen the combat power they 3 to instalt a high reliability AIFF system on

bring to the fight. Plus ‘The Air Foroe ——s 5 . v Air National Guard F-16 fighters.

intends to modermze SOF anrcraft b . .

h h r ter ﬂeet i 3 - Depot Maintenance Accounting and
starting with the' helicop o .. ‘ Production System (DMAPS)
These forces have taken on addmon- ‘ i o0 TR e An $11.1M task order to upgrade the
al sugnmcance since the fighting'.. ., . . N , - USAF depot financial management system
began in Afghanistan and lrag, In ™~ B e L to latest standards.
2003 Combat SearCh and Rescue s / i A_,“,..-m--» Fegm e C-5 Aircraft Fleet Sustainment (AFS)
(CSAR) was added to their mlssnon : pe ) Suppart An $11.6M task order to provide
MTC has been taSKQd 10, m0d|fY‘and TC supports! mo"d:f;cathn of the'rescue: hellcopte;s 5 engineering and logistics services for the

sustain many of. the |egacy aircraft. ™ T commun tron-a‘nd/nangat/on systems-arid réplacement’ airlifter's modernization program.

Ju—— r-*“‘"‘d ~

——

Listed in
Inc. Magazine’s
“Top 500"
for second year

Colorado Springs,
Colorado office opens




Our Land Forces are comprised of people.

Whether Army or Marines, people are the center-
piece of their formations.

brams” Mgin Battld] Tank

M1A2 ¢

Our Nation is at war and our homeland is in danger; we
have lost our national sense of invulnerability since that horrific
September morning over three years ago. Thus, our U.S. Land
Forces have two priorities, first to win the Global War on

~ _~ lerrorism and second, to transform its current operations to
/,f' meet the challenges of today’s environment.

: While concurrently waging the war on terrorism,
/ today’s soldiers are embracing the Army’s trans-

la G

/ formation from the Current Force (the nation’s “go

10 war” capability) to the Future Force (a full-
spectrum, network-centric capability designed
as an integral part of the joint force), to ensure

Armerica remains the most dominant force for

protection of freedom throughout the world.

MTC is proud to be a major contributor
for providing engineering, technical, and
programmatic solutions to the Army for a

- wide spectrum of needs that serve the war

effort. For example, the M1A2 “Abrams”
Main Battle Tank illustrated here, which
was but a visionary’s concept 20 years
ago, has completed its production run and
nNow serves as the cornerstone of the

[ MTC employee. Will

Suther, briefs Army
personnel on the Mobile
Gun System designed
to destroy heavy vehi-
cles. It mounts onto a
“Stryker” Infantry Carrier
Vehicle chasis. MTC
provides monitoring of
the production, final
inspection—acceptance,

Army’s mounted forces. It was the Army’s
first combat vehicle with a digitized archi-
tecture. MTC contributes to the continued
modernization of the Abrams, as well as
other Land Forces weapon systems.

Throughout this section, other MTC

and fielding.

|
|
]

services are portrayed that help the Army
and Marine Corps meet
their mission challenges

. to win on the battlefields

‘ with today’s Current Force

and tomorrow with the
Future Force.

Makes
. Magazine®

1A

g Falls Church,

T ” Lot £
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m r\fV\Jr A U I
FORCE—PLANMN G @ND r de onment Qrtd\ieconstltut|on ';'he gl platforms that, with networked

Army\e major mm\ative underiTrans- [ sensors, weapons, and soldiers
(DEP&@YMENTO ormation is &)\rgstructure the@ce Ml linked to a joint C4ISR system, will
SN C:)\ lnto\mog\\hlar fo\rmqgons moving from : provide the combat leverage to
Five years ago/tﬂAr ‘Chief of t a d{VISIOH\QaSSd\A\rTy to a bngade @R defeat numerically superior forces.
Staff outlined_an Army w‘swn com- L ‘ . pased Army 1twill cohvert 33 curre‘r\\t\_
f'\ MTC provides engineering. technology demonstration

prising thrée elemerits: People “bmgades and reglm nts toi € -4§ new,

w U

Reading§s;-and Trangfgrmatron v brigades de&gn‘egﬂ%” ’"a”jfﬂ:;ﬁ;"gfr’;’::jg,‘;;‘if;’)gl‘,’;’gﬂei‘;g’;‘s’f’ for
While the Army remains-cemmitied ta"-;::iﬁ'dependently,\d : apjdly; a e e

that vision, the/need /to eq‘urp’todays N fight W|t greater e L

forces wrth/ext/rao/rdmary warflghtmg planners\ar_e\w itin

capability h { has become paramoumtgﬁj Flghts ”\a\ manua
This reality~has reéulted\]n the Army s operattons
focus onrrestructurlng gits iiorganlza- ‘| T
tions based _upof bngade size urnts l —~
MTC remains involved with all | - r\jlrst Frnlsh decr
aspects/0 )thrsftransform t|on from | t‘ ‘rnotto for the)
reqwrements generatron fo sustéln-t *Armys Future
\Force M‘Tca

\(
ment of the frghtleorce A~ |
o subject matter \t —

‘t ] t M ! \_/' i
MTC subject mattePr e,x?é‘rts po\Is-Lt i xperts work
houlder to,

sess abundant plannir g%xpenlse

]

I

and the credentlals tol wérk hrgﬁly fl“‘ shoﬁlder W|th N
sensitive pro ects m SUpprt MTC logistics managers led a

i

i

R : c
Of ﬂ’\(?,“\C*-)J - my planners ! A3 ) ﬂ Cf " team to install “Add on Armor*
Army and”Maltrme command-level tcyreahze thrs ﬁ 3 A :

to “Humvees" in Kuwait for

agencies.| 1Our customers’ﬁqude) o~ c\apabrllt ' deployment.

Office of the Secrhetary of” Befe\nfse fot’ ‘\_ma'Jpr,ec‘)ﬁttri;—1 | ——

Science and Technology,,Army Pro\r\ @utlerﬁg\irﬁ:use ‘ e soldrer

gram Executive Offlcet(PE@)) Soldreru as-a systemt With  on ful// MTC planners work directly with
Systems, P PEO Combat Support/\ /*s/ pectrum s@ J'E}GF}IST 'c rtawrth Army agencies throughout the acqui-
Combat Serwce Support Marine~ ~* (tfie PEO; Saold dierSys [l sition community, such as the

Corps System ommand and‘Com‘”\ /Army/Défé

bat Development\Command and a | Prqec}sét
host of\others assrgned to-the, Army | and /s 3

‘ yste s
Materiel GCommand. MTC'ﬁI‘O\)/IdeS‘ network-cefttmc/enwr
teveragesr rm;tr

s /Ad Communications and Electronics
Command (CECOM) and the Tank-
Automotive and Armaments Com-
mand (TACOM), to convert the FCS

i I . . . .
/as a combat vision to reality. In conjunction with

direct transformatrontplanmng to ”“t N
Army Forces\ Oommand and‘rts sub-.._/ multrpher vs}nr Les < pattiefield net- B this vision, we continue to support
ordinate unlts for force mtegratron ' work;w@ﬁo_'/nge/ ct/alibi-these iard- modernization of the current force.

rd
modernrzatlon, modulanty, umt,-\_,ﬂ,_‘ —wart; Qlfgt\fo,[ SW h today’ s\ soldier. Among the many programs we sup-
I, B B

) ) t(Soldrer Warrigr)an nd tomorrows sol- port are Soldier Warrior and Future
L MJC supports the 7§

| Sl? \‘—
i PM Soldier weapons,
\ program at Prcat»nny\

d|er (Future Warrlor) thus creatrng Warrior; individual weapons and

ran integrated flbhtrng force / Yamgll 2mmunition; Mobile Gun System; and

e e C ) 7/ tactical vehicles that include:
e manage,at‘t'“ T he Army’sFuture ’_Ciq’m\bat Humvees
[™FolrBepning, over-y Systery(ﬁ@S)—rs‘a‘t’the_heart of the Light Tactical Trailer

oA 'eiat.’”g 0f the Armys Futy ﬁ e’Force. FCS wrl\l.ge - Stryker Family of Vehicles

f\ hits-of-Actiofi,_which Marines’ Light Armored Vehicles

XM=8.(n iwdua/
—Futre, So/dler\ \\\confrgur ed in/ f-Actiofn, wh

Weapo‘mm Alaska.y, i

—o) @«‘u

asadena, California office

Cleveiand, Ohio’office opens to support Jet

opens 1o support L Propulsion Laboratory




L {hey need, when the r
>ed IL_and where they need

€ war on terrorism is faking a
uge toll on the Army’s fighting
equipment. The tempo of operations

contracted to reconstitute equipment
rom the 1st Armored Division as it
resets for future operations in Iraq.

picked 10
DTS e jwait to beqin in
e AoA to the Humvee
Dlovment 10 {rag

e . .
VITC will manage the work at its

acility in Germany. Repairs and
replacement parts such as track

, alternators, and suspension
will comply with technical manual
standards. Among MTC’s end-to-end
solutions for the 1st AD are:

desert damage repair

adlt isolation

where O
door-to-door for an up-
close style of warfare. An MTC inno-
vative device, the Parascope Urban
Combat Sight, may help reduce
asualties in these situations. it

and logist-
ey Sta

MTC's Greg Vascimini demon-
strates MTC's new development,
the Parascope Urban Combat
Sight. The device allows Marines
to shoot around a corner or over:
barrier. exposing only hands a
arms to enemy fire.

Wins $50M
A&AS contract at
Aeronautical Systems




Transportation. MIC*% prowdes acqursmon management

and up- armor upport fo;‘ th/rs mfantry f/ght/ng veh/c/e

In Korea:;MTC prowdes srmllar /main-_

tenance mané‘@%m’ént’for the 2nd lnfantry

Division. Our compat vehicles track ‘
repair program hés increased unit readi-
ness by assembllng servrceable track -
shoes ratherlih,“‘n ordenng new track ‘
sets from a' suppllela | i

l r\\\

T O
CURR@NTFGBQE

| ;
EMHANFEMENT“ i‘
| N

Within the A{rmy’/s transformatlgn s
framework, the Current Force ls~pelng“

supplemented with an |nter|m contlngent
of Stryker Bngade_Combat Teams™-
(SBCTs) asla’brldge to, the. Future Force

These SBCTs will form the structure for.

how the Army converts to a brigade “~*
focus from that, of a dlwsron Being o

C-130 transportable the, SBCTs will.give

the Army. a: lrghter,_more ‘aglle capablllty,
and will pave therway for.how: e FCS
will be rntegrated into future brlgades

RS
\Nf\\

r\,, '

M
in response tao evolvmg threats MTC

is integrating new technology to modlfy -
T AT /
and sustain current equlpment “and sys- |

—tems. We provrde softwareﬁenglneenng
and integration support for*avionics sys-
tems associated with the Army’s premier
attack hellcopter the “Apache”‘64A and
the-UH-60. “Blackhawk” @ur‘technlcal
activities i the business of provrdrng
petroleum onl [ol watervto combat
forces allow their operatlonsvto“be con

o

ot et RO

t|nuous and unrelentmg*’MTC supports N

Airborne D O An $ ontra

proviage Droad baseq 10g PPO

‘f\wheeled vehicles® and technlcal sup-

“package. .-’ el

survrvabrllty solutlons for tactlcal S

/)

port for the Stryker l\/loblle Gun Sys-
tem, Night Vision Electro- -Optics, and "=
Mortar and Artillery Locatlng Radar.

/As a developer and integrator.of soft- ;.
‘ware applrcatlons MTC supports_ FCSt‘%‘:

commiunications and networkrng ‘o
systems such as: N ; i
- Soldier-t6-Soldier wireless network”“

o Joint Tactical Radio System =]

(JTRS) Cluster 1 and Cluster 5

- ¢ Warfighter Information Network- .~

T

Tactical (WIN-T) T s
o JSTAFtS Ground Statlon Modules i

i y
‘ The AH-64A ‘Apache is the Army’s'primary
.+ attack hel/copter its principal mission is destruc-.
tion of targets™

2

TN with He/lf/re m/s FI.
siles. MTC Sup™™ e

X

. B

_ ports the Army

- Aviation and ;

“,M/ss:!e Com-
mand with, o~
soffware -
deve/opment,/
and test
activities, __

MTC completed a major enhancement

. project for “Sail Army, an understated
“motto for Army Watercraft Systemsz g

MTC provided upgraded engineering : ‘
and prototyping to modernize a 128-r ‘W’
foot Large Tug used for trang~ocean ... i
towing, coastal towing, and/or docking.. —~
operations. The top level was «"”
replaced with an Integrated- Brrdge~ +
System and C4ISR Communlcatlons /
SN

’:x

A




Worldwide vigilance and awareness through

persistent C4ISR provides our nation with an
asymmetric advantage to transfer information
from any sensor to any shooter for timely

prosecution of critical targets.

75

74774
7 //;"'

e
717
177

Persistent Command and Control, Communications,
Computers, Intelligence, Surveillance, and Reconnais-
sance (C4SR) includes three layers: sensors, mission
command and control, and the warfighter shooter. MTC’s
engineering and technical services to the warfighters are
covered in the Air Forces and Land Forces sections of
this report. Thus, the National Security section will con-
centrate on MTC’s support to the Department of Defense
and U.S. Intelligence Community for National Programs,
Command and Control (C2), and Sensors, composed of

airborne, space, and ground assets.

Twenty years ago when MTC was envisioned as a

company, the GPS Satellite illustrated here was just a
group of 10 developmental platforms conceived to pro-
vide navigation information. Today, the NAVSTAR

GPS constellation of 24 orbiting satellites provides
signals so accurate that time can be figured to
within one millionth of a second and location to

S
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within 10 feet. MTC takes pride in its support to this
and other “Eyes in the Sky” networks of inter-related and

coexisting space systems.

The B-2 “Spirit” stealth bomber is
capable of delivering both conven-
tional and nuclear weapons. MTC
maintains Command Control,
Communications, and Computer 3
(C*) systems for Air Force

\ strategic nuclear war planners &

W
77

. Air Force One, carrying President Bush,
taxies for take off. MTC analysts
support the White House Communica-
tions Agency which provides secure

communications for the President.
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Wins BPA for A&AS ¢ D
Purchases Dayton-based services to .
] Achieves
RJO Services and adds i ) : " :
85 new employees SAeronalglcal compliance with ISO 9001
ystems Center & quality standards
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\~/ Kz \ /‘
NATIOMA‘L“‘P R@Gmw‘s Nichole Kidd, one of MTC’s Air B
Traffic Controllers, directs the .
landing of a“Global Hawk™ from the  § dr ecommendatsons to SU -depar t-
control tower at Beale AFB, CA. ment“lntelhgence Umts like the Under- =
AL T secretary; of De-
: ) o fense for Intelli-

Late ln’the year, the PreSIdent /
sighed s;c—:-/eplng mteﬂlgence reform
Ieguslatlon which appornted a D|rector ;
of National lntellrgence (DNI) to overo BN  aliitude reconnaissance aircraft
see 15 intelligence agencies. NOUCLINY  r<iucis. MTC helps manage al ' am ments, policies,
DNI's biggest challenges willbe.to-_. . gfgj,fgso‘;fe‘j;;fj nfightand T T ahnd:trategrles Illzo
determine the alldcatio-ofnation: e Army’s’Intelli-
level assets betweenfthe strategic
and tactlcalxtevels of actiy : '
specialized: agenmes make up the
official Intelhgence Cpmmunlty
These agenmes focus on “strateglc”

Command we pro
vide research
analysis, and SIG-

NSA and NRO to ensure airborne and'
natronal ISR assét’ developments sup-

o Defens Inteflhgence Agency (DIA) port interoperability and cooperatlve
> National Geospatlal Intelhgence , MTC serves several Specialized — BeSEEielCR{eJg LI [of:Ile) tactical =
Agency (NGA) o TN Ly Intelligence Agencies. We provide activitiés in the Reconna|ssance Sys-~~ -“"‘._.,;E
o National Reconnaissange bf’f{ée B Signals Intelligence (SIGINT) techni-  REREAUIG at"erght Patterson AFB.
(NRO) | . | I Ml cal development for NSA and o
© National Security Agercy (NGA) - [ R e _ Speifcally we supportine ==
- “,Q\\ 1 Inteligence (MASINT) collection - Sensors; Links, and Ground Stations
Military- onentedr units, o0, the. etﬁe management, strategic planning, and Squadron for engineering design arid™ b
hand, focus on “tactrcal” act|v1t|e EEEN exploitation management for DIA.  procurement’ ‘of advanced sensors and 2
ising sonsor rntellrgence o put <weap Bl Ve serve in technical liaison posi- data links, and the Big Safarr Systems; e
ons on target, ’for example, Specmc | tions for DIA to offices of the Joint Group for quick reaction missions that
military units.~,not the parent Servuces Chiefs of Staff, each Combatant involve design and-analysis for sen-
~ consisting ofﬂindlwdual Aif Force’ ,@ Command, and the Department of ~ EEIERlle antennas,-communications )
Army, Navy, Marine orul FELN eI CEpgl State. We support e e — upgrades, and ground statlon~ i
Guard intelligence offices, are con3|d- | NGA with a full range S 3, |-and aircraft integration’ pfO- e
ered members-of'sub- departments to of education devel- ALk .| grams such'as R9‘135.:R'Vet ;
the |nte|||gence Communrty ‘ opers and instructors N /M Joint”, EC-130E/) “Comman- " -
N : Lima, to augment the NGA g | do Solo”, and “Predator”
Many 6f MTC'§ people nave ENCLS ntelligence College, " | Unmanned Aerial Vehicle
sive m|||tary and mtelhgence experlence and provide the (UAV) weapomzauon._

that permits'us to focus on‘all; aspects Defense Acquisition - y

of intelligence support*_’from qutck University with staff b e — At Alr Combat Commiand

reaction and specuahzed FSSELESCREE  Support to redesign < MTC supports & variety of
_ongoing-operatidnal colléction afid - - JREARIEEICalET specialized C4SR require-. (

future initiative pl’OjeCtS ! acquisition courses. o | ments characterized as teo_n

PR e nical @nd analyttcat assrstance’« or inte-
Airborne Warning and Control - lelgziile]gH moderntzahon and: sustatn-
surveillance. MTC provides & d T
intelligence support for the |ALSRISlS hlgh altitude, reconnarssance
PRl sensors, space platforms logtstnos ,
and weapons requwement X ‘Ci IS,
An RC-135U “Combat Sent” flies an ISR s »|nstrumenta| “in deve]opmg, Force
mission. MTC provides systems engineering, -
program management, operation and logistics MISSIOH Area Plans fOI’ eaCh Of the
support for sensors, links, and ground stations. i .combatant commands

2002

Completes IPO Acquires AMCOMP

(NASDAQ:MTCT) Corporation
on 28 June to provide space

systems engineerin
NS/ gneering -

] ==

A U-2S *Dragon Lady" high- g | gence for require- _ _

S—

¥ gence and Secunty :

INT support We work closely with the"-s ==

T

it
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NASA’s Deep Space Network of

engineers in Madrid, Spain are
equiremen relocatiqg a 34-meter antenna to
- a new site.

ion
= J or tech-
2200V 10 monitor battlefield condi- O obtal

going threats in Iraqg elligence
€3 nge ore the crit- i combat ) S e o Early construction for the new

O Reiitent cencor o ——envmorn—————4 & DSNanennapadin Spain

00

gientions. provide daia for factica dangerous
Oof manneda

C2deacisions. and enable the shoot-

arget. MTC arcrait. [ts
r Tombination

Of high altitude loiter, long
irance. and responsive
3 critical role in pro- provide persisienti, broad area sufr-

MRS VeTlance of the battlefield. MTC
B VSIES Tof worldwide deblovment protessionals augment the active
: ~dv” and the duty force to define requirements Every satellite has related capabili-

“ 3 n
lobal Hawk® Unmanned and accomplish operational testing ties, but each serves in a niche for

'Vehicle (UAVY. The U-2 high dnd evaluation of the system. which it was custom designed.

ddgpiad bili
has Kept it in se e United States Air Force MTC supports all the major pro-

cehe mid-1950s. Wi space Command (AFSPC) is grams at AFSPC’s space segment
S5pONsIble 101 a vast array o of the Defense Satellite Communi-
Space ISR systems satellites. The cations System. Military Satellite
an Nk commanders at Communications (MILSATCOM)
NE Pentagon 10 the individual war- Joint Program Office of the Space
SAS Deep Spo fighter in Iraq and the satellites and Missile Systems Center (SMC)
Woy, can communicate what at Los Angeles AFB is supported by
/0‘9/1/ the other is seeing. MTC with systems engineering,
‘ integration, and management serv-
ices for six active satellite systems: *
+ MILSTAR ]
* Defense Satellite Communica-
tions System (DCCS)
¢ Advanced Extremely High
Frequency (AEHF)
¢ Global Broadcast Service (GBS)
+ Wideband Gapfiller System
¢ Transformational Communications

in-flight operations, base

PPOrt, and aircrew sur-
O

ANRY ’ ‘ i . . .
DR v W Additionally, MTC provides engi-

neering and technical services to:

¢+ NAVSTAR Giobal Positioning
System (GPS) for both Stan-
dard and Precise Positioning
Service (a highly accurate and
secure military system)

2003

/ Wins $175M to

Acquires International . i
Consultants, Inc. and adds upgrade [FF in ANG iﬂ‘ Awarded $47.7M to
F-16 aircraft VA ™y

250 employees to enhance 74 = upgrade MH-53
£ s i Helicopter
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© Space Radar (SR), a new cap‘acity"‘ hundreds of battlefleld sensors mto a
for theater commandars 16 track | s’ecure rntegrated database for deC|- ATION 2 .
moving targets... : % “sjon. makers Synthesxzrng the . huge &

¢ Space Trackrng Space Surverllanc stream of\data rowmg from the\varr-*r
(STSS) Infrared System fo, warn ous sensors 'S0 the commander has
of missile attack... an mtegrated V|ew to qurckly make

i N

o Defense Met&or.. tactlcal decrsrons i @ $100M task order to provide warlighte
ological Satellte.. N | Command and Sonirol, Inteligence,
Program (DMSP): r echnical and operational support f
to provide ," / h Dragon Lady” recon a RQ-4A
meteoroleglcal,, L/ obal Ha AV; and E-48 Nationa
oceanographie; / f , and Airborne Operations Center aircra
and spadce, envr- vahdatlon “of. draft proposal requests’ anagement of C? o o
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MTC 'S worldw:de experlenced staff
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provide des:gn
development*"'
and testing for a/
variety of-soft- 4

MTC's IT services extend to design™="=x
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' MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
PART I

, MTC Technologres Inc was 1ncorporated in Delaware in Aprrl 2002 and holds all of the capital stock of
MTC Technologres Inc,‘an Ohio . corporation 1ncorporated in 1985 that was formerly known as Modern
Technologles Corp We provide sophisticated' Systems .engineering,  information technology, intelligence and
program management servrces primarily to U.S..defense, intelligence and civilian federal government agencies.
Our servrces encompass the full system life cycle from requrrements definition, design, development and |
mtegratron to upgrade sustainment and support' for mission’ critical information and weapons systems. For the
years ended December 31, 2004, 2003,-and 2002, about 96% 95%, and 87%, respectively, of our revenue was
derrved from our customers in the Department of Defense., and the intelligence community, including the U.S. Air
Force U S Army and joint military commands. Havmg served the Department of Defense since our founding in
1984, we beheve we are, well positioned to assist the: federal - government as it conducts the war on global
terronsm and modemtzes its defense capabllrtres :

'
[ !

Our people develop ‘and tmplement innovative, practrcal solutrons to. complex engmeenng, technical and
management problems We have approximately 2,100 employees of whom approximately 65% hold the necessary
credenua]s t0-work’ on’ sensmve government projects, mcludm0 approximately 15% with the necessary credentials
to work on the federal government S most sensitive prOJects A substantral majority of our employees has prior
vmtl1tary or government industry expenence and over 80% of our employees work on-site at our customers’
facilities: The credentrals expenence and locations of our employees allow us to combine, a comprehensive
knowledge of our customers business processes with the practical application of advanced engineering and
1nformatron technolocy tools, techniques: and methods. 'to create value- added solutions. For the year ended
December 31 2004 we generated approximately 77% of our revenue as a prime contractor, where we delivered
many m]ssron cntrcal services and solufions. Servmg asa pnme contractor in close proximity to our customers has
allowed us to maintainlong-standing - relationships that have been important to our growth. We have provided
servrces to the U. S A1r Force since our foundrng, the U.S. Army for 16 years and NASA for 11 years.

We be]1eve wé are well posrtroned to continue our- 1nternal revenue: growth by leveraging our existing customer '
relatronshrps and drverse array of contract vehicles, 1nclud1ng General Servrce Administration (GSA) schedules and
Blanket Purchase Agreements (BPAs). Our contract base is well drversrﬁed with in excess of 100 active contracts,
‘not mcludrng task: orders on GSA contracts and major government—wrde acquisition contracts (GWACs). As of
December 31 2004 we had in excess of 500.task orders under these contracts. In J uly 2001, we were one of six
' awardees of ithe U S Arr Force’s Flexible Acquisition.and Sustainment Tool (FAST) contract with a ceiling of $7.4
bllhon From the mcepuon of the FAST contract through’ December 31, 2004, we have been awarded over half of -

" the dollar value of the $1.7 billion in task orders that have been competrtrvely bid, based on the aggregate potential
- value of these task- orders and assuming the exercise of all optron periods. As of December 31, 2004, we have been
awarded over. 75 task orders under the FAST contract wrth 4 remaining potential award value of approximately
$914.0 mrlhon if all optrons are exercised. We have the potentral to compete for hundreds of millions of dollars in
task orders over the’ remaining contract life of approxrmately three and a ha]f years, as the U.S. Air Force maintains
‘and modermzes aurcraft and weapons systems. Additionally, during the: third quarter of 2004, we were awarded an
18- month u. S. Army contract worth over $35.0 million to reconstitute its 1t Armored Division in Germany, which
extends tand expands our activities in reconstituting the U, S Army s combat equrpment We should recognize our
ﬁrst revenue on thlS contract in the second quarter of 2005. -
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MTC TECHNOLOGIES, INC. AND SUBSIDIARIES

. AMCOMP. In October 2002, we acquired all of the outstanding capital stock of AMCOMP Corporation
(AMCOMP). AMCOMP provides engineering, information technology and other technical services, primarily in
the areas of space systems and global positioning systems, to the Department of Defense and other government
agencies. The initial purchase price was $7.3 million. In both April 2003 and 2004, we paid additional consideration
of $1.1 million to the former shareholders of AMCOMP as a result of the achievement of certain performance goals
under an earn-out provision in the stock purchase agreement. We accrued an additional $1.1 million of
consideration in- December 2004 for the achievement of certain performance goals under the 2004 earn-out
provision in the stock purchase agreement. We expect to make this payment in the second quarter of 2005. It is
anticipated that we will realize certain income tax benefits in future periods as a result of the AMCOMP
shareholders agreeing to a Section 338(h)(10) election under the Internal Revenue Code of 1986.

ICI. In October 2003, we acquired all of the outstanding capital stock of International Consultants, Inc.
(ICT). ICI specializes in program management, information technology and logistics management services. ICI
provides support to customers such as the U.S. Army Forces Command (FORSCOM) and the Tank-Automotive
and Armaments Command (TACOM). The initial purchase price was $10.2 million, which consisted of shares of
our common stock with a value of $2.4 million, the repayment of $7.5 million of ICI's indebtedness at the
closing and $0.3 million for related acquisition costs. During 2004, we paid additional consideration of $5.7
million, which consisted of shares of our common stock with a value of $4.5 million and $1.2 million in cash, to
the former shareholders of ICT as the result of the achievement of certain performance goals. We also accrued an
additional $3.0 million of purchase consideration in December 2004 for the achievement of certain performance
goals under the 2004 earn-out and contingency provisions. This payment was made in the first quarter of 2005,
and the consideration consisted of shares of our common stock with a value of $2.5 million and $0.5 million in
cash.

Vitronics. In October 2003, we acquired all of the outstanding capital stock of Vitronics Inc. (Vitronics).
Vitronics specializes in systems engineering, information technology, software development, command and
control systems integration and urban warfare technologies. Vitronics’ key customers include the U.S. Army’s
Communications Electronics Command (CECOM), the Research Development and Engineering Command
(RDECOM) and the Defense Advanced Research Projects Agency (DARPA). The initial purchase price,
including related acquisition costs, was approximately $9.0 million. Under an earn-out provision in the stock
purchase agreement, we accrued an additional $0.8 million of consideration in December 2004 for the
achievement of certain performance goals under the 2004 earn-out provision, which amount will be paid in 2005.
It is anticipated that we will realize certain income tax benefits in future periods as a result of the Vitronics
shareholders agreeing to a Section 338(h)(10) election under the Internal Revenue Code of 1986.

CTI.  On July 1, 2004, we acquired all of the outstanding capital stock of Command Technologies, Inc.
A(CTD from CTTI’s shareholders. CTI’s customer base consists primarily of the Department of Defense and
national security agencies, and CTT specializes in professional and technical services, information technology,
and technology applications for training, simulation, and modeling. The initial purchase price was $45.0 million,
which was paid from cash on hand at closing. The purchase price was reduced by $0.7 million in December 2004
as a result of the release from the escrow. An additional $4.5 million of initial purchase price is being held in
escrow until December 2005 to satisfy any general indemnification obligations under the stock purchase
agreement. It is anticipated that the Company will realize income tax benefits with a net present value of
approximately $9 million in future periods as the result of CTI shareholders agreeing to a Section 338(h)(10)
election under the Internal Revenue Code of 1986. :

OnBoard. In January 2005, we purchased all of the outstanding capital stock of OnBoard Software, Inc.
{OnBoard) from its sole shareholder. OnBoard’s customer base consists primarily of the U.S. Air Force and large
prime contractors for the Department of Defense, and OnBoard supports programs with technical development
for a wide range of innovative and cost-effective hardware/software systems. The initial purchase price was
$34.1 million, which was paid from cash on hand at closing. In addition, OnBoard’s sharecholder may receive
additional cash payments through 2007 if certain operating goals are achieved. It is anticipated that the Company
will realize income tax benefits with a net present value of approximately $7 million in future periods as the
result of the OnBoard shareholder agreeing to a Section 338(h)(10) election under the Internal Revenue Code of
1986. ‘
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: «Wé;ob\é\fate ﬂﬁoﬁghtfour principa} service: areas, which are offered sepal tely or in combination across ouf
customet base: CEl L L o ‘ *

‘ Sysﬁeﬁ‘;é Engineering and Technical Services. W offer @ proad rang® of systems engineering and
technical sérvicefs?'to,enhance' the funcﬁonaﬁw and perforﬁiance of defens Systems: weapons platforms.

bt

batt\eﬁsld "pfarsoﬁnel and delivery systems- Our Systems eheineering and rechnical gervices include detemﬂnat'\on

of sysiems fxe,qu;remems fcmd goals, rapid proto;yping, design, development. and integration of new systems, and
» subsequeﬁt‘“spsta’xn\ment and support. We evaluate systeny desighs to determin® if perf(_)rmance enhancemems or
cost gavings can "be‘d‘eﬁved through the integration of new ,techno\ogies. Our engineerin ' 1

‘ r'everée eng'meermg older systems: modeling and simuYation‘of pmposed systems, and performance testing ©
prototygcé_and final systems. - Lo

, ﬁl&tyfﬁiaﬁbﬁfj\Tecﬁno\ogy. We- de'sign,' develops supgrade and’ integrate compieX, miss‘xon-cr\tica\
informaﬁor‘;y}echnplbgy gystems. ur Services als0 include security engineedng, network design, software

gevelopment: eriterprisé licauon integraton. tabase Jdevelopment, st and fuation, configuratios
managemen training an lementation We also provi mulauon modelin gervices
enable us evaluate the cfficiency & of technologY systems D fore they {mplemente gome of our

‘ Iﬁxiellig§ncé;< We provide Command; Control, Communications, Computers {ntelligences gyrveillance,
and P\\eéan}faissancs;(CMSR) gervices. 10 intelligence ag‘enc'xesL In connection with these services, W& desigh,

devegldp’\ and manage reconnaissance p&atfdrms\{real—time' signal proces's‘mg systems, Sensors, ground stations an
data lfmk‘s,“a‘s well a8 evaluate and support ongoing operaﬁ‘onal intelligence collection activities. we offer

by

specla\iiéd,‘capz‘t\Si}ét'\\és‘ such as airborne and space inte\ligence;' sur\'einaxicc and reconnaissance (ISR), signals
and {magery 'xme‘mgence, and strategic warfare p\arming,_We also support @ variety of data collection an

ana\"sis‘\ activities. We maintain 2 fally” accredited Sensitive Compartmemed Information Facility

Program Managemgnt. We prov ide program management support that extends the usefol life of existing
defaﬂse‘sy’ist‘emsqand‘r‘edﬁces 1ife-cycle costs, and sustains these systems in combat. Program managemem
activities. include developing and imp\ementing acquisition ‘strategies;.cost modeling, ;dentification of suppliers

\

and vendors, ‘pro‘j\j{i'sion xpl‘ann'mg, contract pefformance-momtor'mg, program planning and scheduling, financial

manage‘r\nem,; opefational effect’wenesé analysis, risk analysis and security planning. Speciﬁca’ﬂy, we provide
e ng new 3ensor
j

Engih?er'gﬁg ‘Vand sﬁs;ainment support and modifications of and upgrades: o defense systems featuri
devices; radios, engines' and other e\ectron'xc' components. ¥ e axe‘invowéd in support programs
service Of ‘2ging aircraft and other defense gystems and componems,‘which includes the sourcing and repalt of

dim’mi;shi‘nga parts fokk.Our'.customers. In addition, it is not ung:ommonkfor our, othey service offerings © lead 0
program‘managemé ¢ services, such as 10 the: case of the Roli-On Beyond Line—of-Sight Enhancement

(ROBES,‘i?orwaxd “‘Loo‘k'mg lnfraxed,(FLlR)~and MH-53 modiﬁcatibn programs. Qur program management
capab’ﬂ‘m‘_es are now being expanded © support the readiness of active duty and National Guard orgamzaﬁons



MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
QOur Core Capabilities ‘

* We apply the following core capabilities across our four service areas described above:

Systems Support. We provide complete life-cycle support of military, defense, intelligence and
information technology systems. The activities start with requirements analysis and system design, and then
move to acquisition and integration of these systems. We continue our support into the operation and support
phases and provide continuing improvements and sustainment; and, when systems are committed to combat
operations, perform reconstitution activities upon redeployment.

Acquisition Management. We assist our customers with strategy and planning, cost analysis, scheduling
and delivery assessment for the acquisition of systems and services. Many of our managers previously served as
acquisition managers for the government and have extensive knowledge of the process and program needs.

Systems Integration. We provide systems integration of hardware and software components for our
customers’ legacy systems. We analyze customer systems, applications and platforms and develop solutions to
sustain or improve system performance and increase system availability.

Network Design and Maintenance. We provide network support services for complex communications
systems. Our communications engineers and technicians provide site surveys, engineering and installation
support for local area networks, wide area networks, telephone switches and cable plants, including the
installation of fiber-optic cable systems at government facilities throughout the world.

Information Assurance. We provide comprehensive information assurance prograrﬁs that assess and
implement integrated physical, technical, operations, personnel, computer and communication security
requirements, including disaster recovery assessment. We design, test and certify security systems as well as
perform audits and inspections. These services are provided for both classified and unclassified systems.

Logistics Management. We design and develop integrated logistics support plans designed to optimize
the deployment, readiness, performance and subsequent extraction of military personnel and equipment. We also
design sophisticated platforms that coordinate and integrate information management systems.

Testing and Evaluation. We test and evaluate complex, mission-critical hardware and software systems.
Our services improve the performance, reliability, maintainability, supportability and effectiveness of many
defense and weapon systems. We develop and operate customized testing and evaluation facilities that are both
fixed and mobile.

Business Process Outsourcing. We assist customers in the management of certain supply processes to
improve performance and reduce costs. We develop training programs, define meaningful performance metrics,
support process definition and reengineering, perform cost modeling and source and procure parts.




MTC TECHNOLOGIES ENC AND SUBSIDIARIES

The followmg chart shows how our core capab1lrttes Cross.over our four service areas:

Capablhtles by Serv1ce Area

Systems
" Engineering’
and . .
Technical ‘Information Intelligence Program
Services: - Technology (C4ISR) Management

‘Systems Support ....... S L e ‘
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Our Customers

Our customers are pnmanly U.S. federal government 1ntel]1gence mrlltary and civilian agencies. Our
revenue: denved from federal government customers consisting primarily of the Department of Defense and the
mtelhgence commumty, accounted for about:96%, 95%, and 87% of our total revenue for the years ended °
December . 31 2004, .2003, and 2002, respectively. Our federal government customers typically exercise
mdependent contractmg ‘authority so that even offices or d1v1srons within an agency may, either directly or
through a prrme contractor use‘our services as separate: custoniers so long as the customers have independent

_ decision makmg and contractmg authority within their organizations. For the year ended December 31, 2004, we
derlved approxrmately 77% of our revenue as a’ prlme contractor and approxrmately 23% of our revenue as a
subcontractor to other defense compames ‘

' H
| i
R o

Our Dlverse Contract Vehlcles

We compete for task orders through a variety of arrangements or contract vehicles. Our vehicles mclude
GWACs BPAs GSA schedules and indefinite dehvery, mdeﬁmte quantity: (IDIQ) contracts. We have contract
vehicles 'in’ each of our service areds, allowing us to compete for business from a variety of customers. In
' add1t10n wei have ‘'several blanket arrangements under whrch we can work with customers in multiple service
areas, Our contract vehicles are structured with-various terms and include time-and-materials, fixed-price and
cost- plus contracts Approx1mately 26% of our revenue for the _year ended December 31, 2004 was under the
FAST- contract Our tasks under the FAST contract support -or have supported 17 different customer -
orgamzatrons usmg over 75 individual task orders. In prior years, we perfonned a portion of the work we are now

performmg on the FAST contract on other contract vehicles. While we' continue to increase the amount of
revenue eamed nusmg the FAST contract we believe  that the broad array of engineering, technical and -
management serv1ces we ‘provide to the federal government throu0h various contract vehicles allows for
drver31ﬁed busmess ‘growth. Also, approximately 9% of our revenue for the. .year ended December 31, 2004 was
under ‘one contract_vehrcle the Aeronautical Systems Center Blanket Purchase Agreement (ASC/BPA). The
ASC/BPA wh1ch was originally. awarded as a small businéss set-aside contract, expires on August 7, 2005, and
the replacement contract will also be a small business set-aside contract for which we will not qualify to bid as a
prime contractor Wlnle we believe we have a- viable strategy to retain the bulk of our work and profitability on
the replacement contract' by becoming a subcontractor: for a number of small businesses bidding on the
te- compete our abrhty to retain work under the replacement contract is uncertain. It is possible that some of our
current work 'under the ASC/BPA could be converted to GSA schedules or other contract vehlcles
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Our contract base is well diversified with in excess of 100 active contract vehicles, not including task orders
on GSA contracts and major GWACs. As of December 31, 2004, we had in excess of 500 task orders under these
contracts. The typical initial terms for our government contracts range from three years to five years, with most
having an initial term of three years. The customer may extend the contracts for additional years.

The following table identifies some of our GSA, GWAC and IDIQ contract vehicles that have undefined
scopes and significant ceilings:

Period of Performance

Option Current
Start End End Date Customer Ceiling
FAST ....... FS 09/26/01 09/25/06 09/25/08 U.S. Air Force $7.4 billion
GSA corporate contract .. ................. 07/01/01 02/28/10 02/28/20 GSA No ceiling
Special Operations Forces—Support Services A

Contract 1 (SOC-SSSCII) .............. 09/03/02 (9/02/07 09/02/17 - U.S. Air Force $440 million
ASC/BPA ... 08/08/00 08/07/05 Nome  U.S. Air Force No ceiling
MTC GSA Professional Engineering Services '

(PES) ... 11/17/99 03/03/10  03/3/15 GSA No ceiling
CTT GSA Professional Engineering Services ‘

(PES) o 10/20/00  09/30/09 10/19/15 GSA No ceiling
Technical Acquisition Support Services ... ... 03/31/00 03/30/06  None  U.S. Air Force No ceiling
Tank-Automotive and Armaments Command

(TACOM)OMNIBUST ................. 06/17/99 12/30/05 None = U.S.Army  $22.5 million
Tank-Automotive and Armaments Command ,

(TACOM)OMNIBUSIT . ............... 12/20/02  12/20/07  None US. Army  $19.0 million
Program Executive Office/Program Manager

(PEO-PM) Soldier Systems .. ............ 01/01/03 12/31/07 None U.S. Army  $40.0 million
GSA Management, Organizational and ' :

Business Improvement Services

(MOBIS) .............. e ... 06/15/99 06/14/09  None GSA No ceiling
MTC GSA Logistics Worldwide (LOG ’

WORLD) ... 08/20/02 08/19/07 08/19/17 GSA No ceiling
CTI GSA Logistics Worldwide (LOG

WORLD) ... e 04/26/02 04/25/07 04/25/17 GSA No ceiling
Commercial Enterprise Omnibus Support ‘ ‘

Services (CEOss) BPA ................. 08/19/03 08/18/08 08/18/18 GSA No ceiling
Logistics Joint Administrative and ' ‘ ,

Management Support Services ,

(LOGJAMMS) ......... DU 01/10/05 01/09/06 01/09/10 Army $54.4 million
GSA Tri-Service Standoff Attack Missile

(TSSAM)BPA . ....... ... .. ....... 10/22/04 10/21/05 10/21/09 GSA No ceiling
Backlog

Backlog, which consists of funded and unfunded portions, is our estimate of the remaining future revenue from
existing signed contracts, assuming the exercise of all options relating to those contracts. This estimate includes
revenue for solutions that we believe will be provided in the future under the terms of executed, multiple-award .

. contracts in which we are not the sole provider, meaning that the customers could turn to our competitors to fulfill
the contract. It also includes an estimate of revenue on existing task orders that are under IDIQ contracts.

We define funded backlog as the portion of backlog for which funding currently is appropriated and obligated
to us under the contract by the purchasing agency or otherwise authorized for payment to us by the customers upon
completion of a specified portion of work, less revenue previously recognized. Our funded backlog does not include
the. full potential value of our contracts because Congress often appropriates funds for a particular program or
contract on a yearly or quarterly basis, even though the contract may call for performance over a number of years.
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We defme unfunded backlog as the net of the total. estimated potentral value of our contracts, less revenue
recognrzed to date: Our assessment of a contract’s potent1al value ig based upon factors such as historical trends,
competrtron and budget ava1lab1hty ‘However, there cari be no'assurance that the unfunded contract value will be
realized,as, contract revenue or earnings. We review unfunded backlog ona quarterly basis to determme whether
any. adgustments are necessary : :
The prlmary source of our backlog is contracts with the federal government Our estimated backlog at the
end of. the two most recently completed fiscal | years was as follows
g \‘”.” i ] .. December3L,2004  December 31,2003
Estlmated TotalBacklog ceeiieecs o oo $1.5billion $ 1.3 billion
Funded Backlog ......... e ‘.‘ ........ R $316 million * $166 million

Of our funded backlog as of December 31, 2004 approxrmately 35.6%, or $112.4 million, will remain at the
end. of - the 2005 f1scal year. We have increased our funded backlog by $150 million from December 31, 2003,
prrmanly due to, the 2004 acquisition of CTI and funding ‘increases in the FAST, TACOM OMNIBUS,

LOGJAMMS PM Soldier Systems and other contracts. Although our funded backlog at December 31, 2004, was

approxrmately 116% of our revenue for the year ended December 31, 12004, we feel that a more typical funded
' backlog is 1n the ra‘nge of 40% to 60% of trailing twelve- month revenue

Sales and Marketmg

We have a h1ghly disciplined sales and marketing process that utrhzes the relatronshrps of our senior
management and busmess development staff. We also seek to leverage existing customer relationships and
respond to competmve solicitations. We identify, assess and respond to new business opportunities quickly. We
draw . on the expenence and knowledge of senior personnel across the company, including those working on-site
with our customers ‘We have also established a formal process for evaluating new business opportunities and use
~our trackrng systems to. track the status of each bid opportunrty We have effectively used GSA contracts to
respond qurckly to’ emergmg customer’ requrrements

To supplement and complement our core competencres we: have relationships with industry partners that
enable us td: work together on contracts. While we are the! prime contractor.on most of our contracts, we serve as
subcontractor when teamrng in that manner furthers our goals of expandrng our customer base or pursuing high
growth markets :

a
!

F orezgn O_peranons .

For the years ended December 31, 2004, 2003 and’ 2002 100% -of our revenue was derived from services
provrded under contracts ‘with U.S.-based customers. We: treat. sales to United States government customers as
sales wrthm the Umted States regardless of where the servrces are performed

Employees

As of December 3l 2004 we had approximately 2,100 employees 1nclud1ng approximately 65% with the
necessary credentrals to work on sensitive government projects, including approximately 15% with the necessary
credentials. to work on the federal govemment s most sensitive prOJects Obtaining these credentials requires a
candrdate to ‘be sponsored by the government with respect to a particular requirement, entails extensive
,background investigations ‘that typically take-from six months to a year or more and, for the more restricted
access, requrres successful completron of polygraph testmg Non-technical employees serve primarily in support
roles. None of our employees isa party to any collective: bargammg agreements We consider our relations with
employees to be good

““»
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We believe that we are successful in retaining our employees by offering competitive salary structures,
attractive incentive compensation and benefits programs, career growth opportunities, flexibility in work
assignments and the opportunity to perform mission-critical services, often in classified environments. Before we
pursue external recruiting, we typically offer our current employees the opportunity to respond to new internal
job opportunities.

Competition

We believe that the major competitive factors in our market are strong customer relationships, a reputation
for quality, a record of successful past contract performance, a seasoned management team with domain
expertise, and a staff with distinctive technical competencies, security clearances and competitive prices. Our key
competitors currently include: divisions of large defense contractors, such as Boeing, Lockheed Martin, Northrop
Grumman, Raytheon, and L-3 Communications; engineering and technical services firms, such as SAIC, Jacobs
Engineering Group and Anteon; and information technology service companies, such as CACI International,
Computer Sciences Corporation and DynCorp. Our strategy to compete with these companies includes growing
our business with existing customers by targeting new outsourcing opportunities and expanding our customer
base by targeting potential U.S. Air Force, U.S. Army and intelligence community customers. As part of our
competitive strategy, we plan to expand our geographic coverage and customer base by selectively pursuing
strategic acquisitions of other service providers. We envision pursuing acquisitions of companies valued between
$10 million and $100 million. We expect that competition in this field will intensify in the future. Some of our

competitors have longer operating histories, significantly greater research and development, financial,
technological, marketing and human resources capabilities, as well as greater name recognmon and a larger
customer base than we have.

Intellectual Property

Our solutions are not generally dependent upon patent protection, but we do file patents when our inventions
are solely of MTC origin or the contract with our customer otherwise allows us to. To protect our trade secrets,
we routinely enter into confidentiality and non-disclosure agreeiments with our employees, consultants,
subcontractors and prospective consultants and subcontractors.

Our rights in intellectual property that we develop depend in part on the degree to which the intellectual
property is developed with our private funds, rather than with funds of the federal government. Our federal
government contracts routinely provide that we may retain ownership rights in works of authorship and
inventions developed during the performance of those contracts. However, the rights granted to the federal
government are, from time to time, the subject of negotiation and typically include the right of the federal
government to use and share our intellectual property with other government contractors, making it impossible
for us to prevent their non-exclusive use of our intellectual property. Our ability to protect our rights in
intellectual property developed or delivered under government contracts also is dependent upon our compliance
with applicable federal procurement statutes and regulations. There can be no assurance that the steps we take to
protect our intellectual property will be adequate to deter mlsapproprlatlon or to prevent use by others of our
intellectual property.

Risk Factors
RISKS RELATED TO OUR BUSINESS
We are dependent on contracts with the U.S. federal government for substantially all of our revenue.

For the year ended December 31, 2004, we derived over 96% of our revenue from federal government
contracts, either as a prime contractor or a subcontractor. We expect that federal government contracts will
continue to be the primary source of our revenue for the foreseeable future. If we were suspended or debarred
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from contractmg W th»‘the federal government generally, or any srgnrfrcant agency in the intelligence community
or Department of Defense or if our reputation or relationship with government agencies were impaired or the
govemmenb otherwrse ceased doing business with us or sromﬁcantly decteased the amount of business it does
with us, our busrness prospects f1nanc1al condrtlon or operatmg results would be materially harmed.

We could be; debarred or suspended for among other thrngs actrons or omissions that are deemed by the
government‘ ‘to be 80 serlous or compelling that they affect our contractual responsibilities. For example, we
could be debarred for comrruttrno a fraud or criniinal offense in connection with obtaining, attempting to obtain
or perforrrung a contract, or for embezzlement, fraud, forgery,’ falsification or other causes identified in Subpart
9.4 of the Federal Acqui'sitron Regulations. In addition, changes in federal government contracting policies could
drrectly affect our financial performance Among the factors that could materially adversely affect our federal
government :jontracttng business are:

et budgetary constramts affectrng federal government spendrng generally, or defense and intelligence
i spendmg in partrcular and annual changes in ﬁscal policies or avarlable funding;

I

SO changes in: federal government programs prrorrtres procurement polrcres or requirements;

ol new legrslatron regulatrons or goverriment un1on pressures on the nature and amount of services the
’ [ rgovernment rnay obtain from private contractors;”

federal oovernmental shutdowns (such as occurred durrng the government s 1996 frscal year) and other
potentlal delays in the government approprrattons process and ‘

s
delays 1n the payment of our invoices by government payment offrces due to problems with, or upgrades
(to government 1nformatron systems, Or for other TEAsONS! ‘

These or other factors could cause, federal governmental agencres or prime contractors where we are acting
as a subcontractor to reduce their purchases under contracts, to’ éxercise their right to terminate contracts or to
" not. exercrse optlons 10 renew contracts, any of wh1ch could have” a material adverse effect on our financial
condrtron and operatrng results " Y

tr“‘ ct lS lzkely to affect our operatmg results

The FAST contract is a multrple award, IDIQ contract wrth a $7 4. brlhon cerlmg supporting the U.S. Air
Force over, its approxrmate three and a half year remaining life. The FAST contract accounted for approximately
26% of our 2004 revenue If the FAST ‘contract is terminated, orif we fail to be awarded tasks as anticipated, our
revenue growth could suffer Although we believe the FAST contract presents an opportunity for significant
addrtronal growth and expansion of our services, we expect that ‘many of the task orders we may be awarded
under the FAST contract- will be for program management services, which historically have been less profitable
than our other activities. ln addition, the FAST contract involves a 51gn1frcant1y greater use of subcontractors
than. we, have used hrstorrcally Margins on subcontractor—based revenue are typically lower than the margins on

_our drrect work Srnce the FAST contract is expected to be a srgnrfrcant part of our business for the next several
years, we antrcrpate our operatrng income, as a percentage of total revenue erl dlnnnrsh although we anticipate
it wrll grow in absolute dollars. P

l

"lt .

We face competltwn, mcludmg under the FAST contract Sfrom other firms, some of which have
substantmlly greater resources, industry presence. and name recogmtwn

We operate m h1ghly compentrve markets and generally encounter intense competition to win contracts and
task orders \We compete with many other firms, ranging from small specralrzed firms to large diversified firms,
some, of whrch have substantially greater financial, management and marketing resources than we do. For

: example under the FAST contract, we regularly compete for task orders with companles that have annual
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operating revenue exceeding $20 billion. Our competitors may be able to provide customers with different or
greater capabilities or benefits than we can provide in areas such as geographic presence, price and the
availability of key professional personnel. Qur failure to compete effectively with respect to any of these or other
factors could have a material adverse effect on our business, prospects, financial condition or operating results.

Our revenue will be adversely affected if we are unable to retain work previously performed under the ASC/
BPA when it expires in August 2005.

Historically, a significant amount of our revenue has been eamed under the ASC/BPA. For example,
revenue under the ASC/BPA was approximately 9%, 13%, and 20% of our total revenue for the years ended
December 31, 2004, 2003, and 2002, respectively, and the largest task order under the ASC/BPA amounted to
approximately 1%, 2%, and 2% of our total revenue for the years ended December 31, 2004, 2003, and 2002,
respectively. The ASC/BPA, which was originally awarded as a small business set aside contract, expires on
August 7, 2005 and the replacement contract will also be a small business set-aside contract for which we will
not qualify to bid as a prime contractor. While we believe we have a viable strategy to retain the bulk of our work
and profitability on the replacement contract by becoming a subcontractor for a number of small businesses
bidding on the re-compete, our ability to retain work under the replacement contract is uncertain. It is possible
that some of our current work under the ASC/BPA could be converted to GSA schedules or other contract
vehicles.

If our subcontractors fail to perform their contractual obligations, our prime contract performance and our
ability to obtain future business could be materially and adversely impacted.

Our performance of government contracts may involve the issuance of subcontracts to other companies
upon which we rely to perform all or a portion of the work we are obligated to deliver to our cistomers. There is
a risk that we may have disputes with subcontractors concerning a number of issues, including the quality and
timeliness of work performed by the subcontractor, customer concerns about the subcontractor, or our decision
not to extend existing task orders or issue new task orders under a subcontract. A failure by one or more of our
subcontractors to satisfactorily deliver on a timely basis the agreed-upon supplies and/or perform the agreed-
upon services may materially and adversely impact our ability to perform our obligations as a prime contractor.
As we continue to expand into the program management area under the FAST contract, our exposure to this risk
will increase as a result of our reliance on subcontractors that provide specialized products. In extreme cases,
subcontractor performance deficiencies could result in the government terminating our contract for default. A
default termination could expose us to liability for excess costs of reprocurement by the government and have a
material adverse effect on our ability to compete for future contracts and task orders.

Each of our contract types, to differing degrees, involves the risk that we could underestimate our costs,
and, accordingly, a change in our contract mix could increase our risk of incurring losses.

We enter into three types of federal government contracts for our services: time-and-materials, fixed-price
and cost-plus. For the year ended December 31, 2004, we derived 53%, 30%, and 17% of our revenue from time-
and-materials, fixed-price and cost-plus contracts, respectively. For 2003, these percentages of revenue were
50%, 35%, and 15%, respectively. For 2002, these percentages were 61%, 24%, and 15%, respectively.

Each of these types of contracts, to differing degrees, involves the risk that we could underestimate our cost
of performance, which may result in a reduced profit or a loss on the contract for us. Under time-and-materials
contracts, we are reimbursed for labor at negotiated hourly billing rates and for certain expenses. We assume
minimal financial risk on time-and-materials contracts because we only assume the risk of performing those
contracts at negotiated hourly rates. Under fixed-price contracts, we perform specific tasks for a fixed price,
which means we assume higher risk. Compared to time-and-materials and cost-plus contracts, fixed-price
contracts generally offer higher margin opportunities, but involve greater financial risk because we bear the
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1mpact of cost overruns and receive the benefit of cost savrngs Under cost -plus contracts, ‘we are reimbursed for
allowable costs and* pard a fee, which may be fixed or ‘performance-based. To the extent that the actual costs
incurred i in- performmg a.cost-plus contract are within the contract ceiling and allowable under the terms of the
contract. and applicable regulations, we are entitled to rermbursement of our costs, plus a profit. However, if our
COosts exceed the ce111ng or are not allowable under the terms of the contract or applicable regulations, we may not
be able to recover those costs Because we assume the most.risk for cost:overruns and contingent losses on fixed-
price’ contracts an 1ncrease in the percentage of fixed- prrce contracts in our contract mix would increase our risk
of sufferrng losses )

Our profrts could be adverse]y affected 1f our costs: under any of these contracts exceed the assumptrons we
used "in blddmg for the ‘contract. Although we believe that we have recorded adequate ‘provisions in our
consolldated frnan01al statements for losses on our contracts, our corntract 1oss provisions may not be adequate to
cover all actual losses that we may incur in the future.

tt‘t [

[t.

Our quarterly operatmg results may vary widely.

Our quarterly revenue and operatrng results may fluctuate srgmfrcantly in the future. A number of factors
_ cause our revenue cash ﬂow and operating results to vary from quarter to guarter, including:

fluctuatrons in revenue earned on fixed-price- contracts: and contracts w1th a performance-based fee
structure : \ ‘

1

te commencernent completron or termination of contracts durmg any particular quarter;

| ‘tlmrng of spendmg activities by the federal government;

-“'} j;‘{varrable purchasmg patterns under government GSA schedules BPAs and IDIQ contracts;

“f‘ofﬁcrals that affect the funding of programs

tltr

" changes n pohcy or budgetary measures that adversely affect govemment contracts in gereral;

e ”;the trmmg, nature and cost of hardware requirements for our program management services, particularly
O ¢ lrght of our expected expansion of these services under the FAST contract; and

‘ . schedulmg of holrdays and vacatlons Wthh reduce revenue without a significant reduction in costs.

Changes in the volume of services provrded under exrstrng contracts and the number of contracts
commenced completed or terminated during any quartet may cause srgmﬁcant variations in our cash flow from
operatrons because a relatlvely large amount of our expenses. are ﬁxed ‘We incur significant operating expenses
durm0 the. start-up ‘and eaily stages of large contracts and’ typlca]ly do not receive corresponding payments in that
same; quarter: We ‘may also incur significant or unanticipated expenses when contracts expire, are terminated or
are not renewed In addition, payments due to us from government agencies may be delayed due to billing cycles
‘or as' a. result of fallures of governmental budgets to garn Congressronal and Executive approval in a timely
manner oo

Our semor management is important to our customer- relatzonsths

We beheve that our. success depends in large part on the continued contributions of our senior management
team; We . rely on our, executrve officers and senior managers to generate business and execute programs
successfully In/ add1t1on the relationships- and reputations that members of our management team have
establrshed and contrnue to maintain with government and mllrtary personnel contribute to our ability to maintain
good. customer relatrons and to identify new:business. opportun1t1es The loss of any member of our senior
management team could 1mpa1r our abrlrty to identify and secure new contracts
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Failure to maintain strong relationships with other contractors or subcontractors could result in a decline
in our revenue. ‘

For the years ended December 31, 2004, 2003, and 2002, we derived approximately 23%, 17%, and 23%,
respectively, of our revenue from contracts in which we acted as a subcontractor to other contractors or from
teaming activities in which we and other contractors bid on and execute particular contracts or programs. We
expect to continue to depend on relationships with other contractors for a portion of our revenue in the
foreseeable future. Our business, prospects, financial condition or operating results could be adversely affected if
other contractors eliminate or reduce their subcontracts or teaming relationships with us, either because they
choose to establish relationships with our competitors or because they choose to directly offer services that
_ compete with our business, or if the government terminates or reduces these other contractors’ programs or does
not award them new contracts. Consolidation in the industry may result in increased cost and lack of availability
of subcontractors, which could adversely affect our business, prospects, financial condition or operating results.

We must recruit and retain skilled employees to succeed in our labor-intensive business.

We believe that an integral part of our success is our ability to provide our customers with skilled employees
who have advanced information technology and engineering technical services skills and who work well with our
customers. These employees are in great demand and are likely to remain a limited resource in the foreseeable
future. If we are unable to recruit and retain a sufficient number of these employees, our ability to maintain and
grow our business could be negatively impacted. We obtain some of our contracts on the strength of certain
personnel our customers consider key to our successful performance under these contracts. If we are unable to hire
and retain these key personnel, these customers may not continue to fund the contracts or award task orders to us.

If we fail to manage our growth, including the expansion of our program management activities under the
FAST contract, our revenue and earnings could be adversely impacted.

Our business strategy is to continue to expand our operations, including the expansion of our program
management activities under the FAST contract. This strategy may strain our management, operational and
financial resources. If we make mistakes in deploying our financial or operational resources or fail to hire the
additional qualified personnel necessary to support higher levels of business, our revenue and earnings could be
adversely affected.

Covenants in our credit facility may restrict our financial and operating flexibility.

As of February 28, 2005, we had $65.5 million in outstanding borrowings under our revolving credit facility.
This credit facility expires in December 2006, but can be extended for additional one-year terms by mutual
agreement with our lenders. We are subject to certain covenants that limit or restrict our ability, among other things,
to: borrow money outside of the amounts committed under our credit facility; make acquisitions; dispose of our
assets outside the ordinary course of business; use borrowings for particular purposes; create or hold subsidiaries;
transfer equity interests in subsidiaries; extend credit or become a guarantor; encumber our property or assets; invest
more than a limited amount in fixed assets or improvements; change our accounting policies or the nature of our
business; purchase real estate; merge or consolidate; and pay dividends. The agreement also requires us to maintain
specified financial standards relating to our net worth, our fixed charge coverage, our interest coverage and the ratio
of our funded indebtedness to our adjusted earnings. We are also subject to other financial covenants that are typical
to an agreement of this type. In addition, the ratio of our funded indebtedness to our adjusted earnings can affect the
interest rates we pay, even if we satisfy the minimum required standard. Our ability to satisfy these standards can be
affected by events beyond our control, and we cannot assure you that we will satisfy them. We have pledged
substantially all our personal property to secure our repayment of any borrowings that we make under our credit
facility. Any default by us under our credit agreement could have a material adverse effect on our business if our
creditors do not waive the default. In addition, any refusal by our lenders to consent to certain transactions could
prohibit us from undertaking actions that are necessary to maintain or expand our business.’
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We may have dlff culty tdentzfymg and completzng acqutsmons on favorable terms and, therefore, may
grow at slower than anttczpated rates. . s

One of our key growth strategles is to. selectlvely pursue acqursltlons of compames that provrde services to
spemfrc governmental agencies. Since -our initial publi¢ “offering,- we' have completed acquisitions of six
complementary busmesses Through acquisitions,. we hopé to. expand our base of federal government clients,
mcrease the range( of solutlons that we offer our clients and deepen our penetration of existing clients. We may
encounter dlffrculty 1dent1fymg suitable acquisition candidates at prices that we consider appropriate. Even if we
1dent1fy an approprrate acquisition candidate, we may’ not be.able 'to negotiate satisfactory terms for the
acqulsmon or findnce the -acquisition. If we fail to comp]ete acquisitions, we may not grow as rapidly as the
market expects vvmch could adversely affect the market prlce -of our common stock : ‘

We may have dxff culty zntegratmg the operatwns of any compames that we acquire, which may adversely
aﬁect our results of operations. .

The success of our acquisition strategy wr]l depend upon our. ab111ty to successful]y integrate any businesses
that we may acqurre ‘into our existing business. The 1ntegranon of acquired. business operations could disrupt our
busmess by resultmg in-unforeseen operating difficulties, dlvertmg management s attention from day-to-day
operatrons ‘and: requmng significant financial resources that would otherwise be used for the ongoing
development of our;business. The d1ff1cu1t1es of integration may be incréased by the necessity of coordinating
oeographlcally drspersed organizations, integrating personnel with -disparate business backgrounds and
combining: drfferent corporate cultures. We also may not realize cost eff101enc1es or synergies that we anticipated
when. selectmg our acqursmon candidates. Further, our demsron 10 acquire a'company may not be driven by cost
eff1c1enc1es synergres or“increasing revenue. For exdmple, we' may seek to acquire one or more of our
subcontractors because we do not want to risk- losmg our relatlonshrp with'the subcontractor if it is acquired by -
one of our’ compentors In addition, we may need to record’. write-downs, from future impairments of intangible
assets, whlch could reduce our future reported earnings. At times, acqmsmon candidates may have liabilities or
adverse operatmg issues that we fail to discover through due’ dlhgence prror to the acquisition. Any of these
outcomes could adversely affect our results of operatrons :

) ’ : :
We may not be able to realzze antzczpated future income tax benef its, whzch would adversely affect our
earnlngs ‘w IS

vl

We antlcrpate reahzmg future income tax beneﬁts -as a result of the former shareholders of AMCOMP,
V1tromcs CTI OnBoard' ‘and MTI agreeing to Section 338(h)(10) elections under the Internal Revenue Code of
-1986 in: connectlon wrth our acquisitions of these companies.. However, our ability to realize these income tax
benefits-is: dependent on us contmum g to generate earnings. If we are unable to generate earnings or if we sustain
substantral Hossés:. for ithe future, our ability to realize these income ‘tax benefits may be limited or even
ehmmated, ‘whrch would adversely affect our earnmgs e :

RISKS RELATED TO GOVERNMENT CONTRACTING
Federal government spendmg priorities may change ina manner adverse to our business.

Our busmess depends upon continued federal government expendltures on intelligence, defense and other
programs | that we. support. The overall U.S. defense budget declined from time to time in the late 1980s and the
early 1990s Whﬂe spendmg authorizations for intelligence. and defense related programs by the government
have! mcreased inirecent years, and in particular after the' September, 11, 2001 terrorist attacks, future levels of
expendrtures and authonzatlons for those programs may decrease, remam ‘constant or shift to programs in areas
where” we ‘do not currently provide services. A significant decline in government expenditures, or a shift of
expendltures away from programs-that we support could adversely affect our business, prospects, financial
condmon or operatmg results ‘
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Our federal government contracts may be terminated by the government at any time, and if we do not
replace them, our operating results may be adversely affected.

We derive most of our revenue from federal government contracts that typically span one or mare base
years and one or more option years. The option periods may cover more than half of the contract’s potential
duration. Federal government agencies generally have the right not to exercise these option periods. In addition,
our contracts typically also contain provisions permitting a government customer to terminate the contract for its
convenience, as well as for our default. A decision by a government agency not to exercise option periods or to
terminate contracts could result in significant revenue shortfalls.

If the government terminates a contract for convenience, we may recover only our incurred or committed
costs, settlement expenses and profit on work completed prior to the termination. We cannot recover anticipated
profit on terminated work. If the government terminates a contract for default, we may not recover even those
amounts, and instead may be liable for excess costs incurred by the government in procuring undelivered items
and services from another source.

Federal government contracts contain other provisions that may be unfavorable to contractors.

Federal government contracts contain provisions and are subject to laws and regulations that give the
government rights and remedies not typically found in commercial contracts. As described above, these allow the
government to terminate a contract for convenience or decline to exercise an option to renew. They also permit
the government to do the following:

* reduce or modify contracts or subcontracts;

+ cancel multi-year contracts and related orders if funds for contract performance for any subsequent year
become unavailable;

- claim rights in products and systems produced by us; and

» suspend or debar us from doing business with the federal government.

We must comply with complex procurement laws and regulations.

We must comply with and are affected by laws and regulations relating to the formation, administration and
performance of federal government contracts, which affect how we do business with our customers and may
impose added costs on our business. Among the most significant regulations are:

» the Federal Acquisition Regulations, and agency regulations supplemental to the Federal Acquisition
Regulations, which comprehensively regulate the formation, administration and performance of
government contracts;

 the Truth in Negotiations Act, which requires certification and disclosure of all cost and pricing data in
connection with contract negotiations;

» the Cost Accounting Standards and Cost Principles, which impose accounting requirements that govern
our right to reimbursement under certain cost-based government contracts; and

* laws, regulations and executive orders restricting the use and dissemination of information classified for
national security purposes and the exportation of certain products and technical data.

Moreover, we are subject to industrial security regulations of the Department of Defense and other federal
agencies that are designed to safeguard against foreigners’ access to classified information. If we were to come
under foreign ownership, control or influence, our federal government customers could terminate or decide not to
renew our contracts, and it could impair our ability to obtain new contracts.
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Our contracts are subject to audits and cost adjustments by the federal government

The federal government audits and reviews our performance on contracts, pricing practices, cost structure
and compllance w1th apphcable laws, regulations and standards. Like most large government contractors, our
direct andindirect contract costs are audited and reviewed on a continual basis. Although audits have been
comp]eted on our’ incurred contract costs through 2001, audits for costs incurred or work performed after 2001
remain ongomg and, for: ‘much of our work in recent years have not yet commenced In addition, non-audit
rev1ews byt the: government may still be. conducted on all our government contracts. An audit of our work,
mcludmg ‘an’ audit’ of work performed by companies we have acquired or may acquire, could result in a
substant1a1 adjustment. to our revenue because any costs found to be improperly allocated to a specific contract
will not- be reimbiirsed, and revenue we have already recogmzed may need to be refunded. If a government
review or 1nvest1gat10n uncovers improper or illegal activities, we may be subject.to civil and criminal penalties
“and administrative. sanctions, including termination of contracts forfelture of claims and profits, suspension of
_payments,’ treble: damages statutory penalties; fines and suspensxon or debarment from doing business with
federal government agencres which could materially adversely affect our business, prospects, financial condition
or operatlng results In addition, we could suffer serious harm to our reputatron if allegatrons of impropriety were
made agamst us

'

Restrzcuons on or; other changes to the federal government s.use of servtce contracts may harm our
operatmg results ‘ :

\ ’ .
We derlve a, srgmflcant amount. of revenue from service contracts w1th the federal government The
government may face restrictions’ from new legislation, regulations or government union pressures on the nature
and amount of® serv1ces ‘the government may obtain from. private contractors. For example, the Truthfulness,
Respon51b111ty and Accountabrhty in Contracting Act; proposed. in 2001, would have limited and severely
delayed the govemment s ability to use private service contractors Although this proposal was not enacted, it or
srmrlar leglslatlontcould be proposed at any time. Any reduction in the government’s use of private contractors to
provrde serv1ces would adversely 1mpact our business.

L t ’
Our partzc:patzon in. the competlttve bidding process, from whlch we dertve significant revenue, presents a
number of risks. -

We denve swmﬁcant revenue from federal government contracts that were awarded through a competltrve
btddlng process Most of the business that we expect to seek in the foreseeable future likely will be awarded
through competmve b]ddmg Competitive blddmg presents.a-number of rlsks including the:

"

technoloolcal difficulties and COSt OVerruns;,

ol f P
“,

substanna] cost and manaoerlal time and effort that we spend to prepare bids and proposals for contracts
that may not be awarded to us;

‘ f-; tneed to b1d on programs in advance of the completron of their design, whrch may result in unforeseen

need to accurately estimate the resources and cost structure that w111 be required to service any contract
we are awarded .and :

expense and delay that may arise if our competrtors protest or challenge contract awards made to us
' _pursuant fo competitive’ b1dd1ng, and . the risk that any such: protest or challenge could result in the
L resubrmssmn ‘of bids on modified spemfrcatrons or in’ termmatlon reduction or modification of the
D awarded contract

v ,;In:.addi‘,tion, pri,cing pr'e_ssures may arise from increased competition and'therefore reduce our operating margins.
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If we are unable to win particular contracts that are awarded through the competitive bidding process, we
may not be able to operate in the market for services that are provided under those contracts for a number of
years. If we are unable to consistently win new contract awards over any extended period, our business and
prospects will be adversely affected.

We may not receive the full amount authorized under contracts that we have entered into and may not
accurately estimate our backlog and GSA schedule contract value.

The maximum contract value specified under a government contract that we enter into is not necessarily
indicative of revenue that we will realize under that contract. For example, we derive some of our revenue from
government contracts in which we are not the sole provider, meaning that the government could turn to other
companies to fulfill the contract, and from IDIQ contracts, which specify a maximum but only a nominal
minimum amount of goods or services that may be provided under the contract. In addition, Congress often
appropriates funds for a particular program on a yearly basis, even though the contract may call for performance
that is expected to take a number of years. As a result, contracts typically are only partially-funded at any point
during their term, and all or some of the work to be performed under the contracts may remain unfunded unless
and until Congress makes subsequent appropriations and the procuring agency allocates funding to the contract.
As described above, most of our existing contracts are subject to modification and termination at the federal
government’s discretion. Moreover, we cannot assure you that any contract included in our estimated contract
value that generates revenue will be profitable. Nevertheless, we look at these contract values, including values
based on the assumed exercise of options relating to these contracts, in estimating the amount of our backlog.
Because we may not receive the full amount we expect under a contract, our backlog may not accurately estimate
our revenue. Also, in recent years we have been deriving an increasing percentage of our revenue under
GSA schedules. GSA schedules are procurement vehicles under which government agencies may, but are not
required to, purchase professional services or products. We have developed a method of calculating
GSA schedule value that we use to evaluate estimates for the revenue we may receive under our GSA schedules.
We believe our method of determining GSA schedule value is based on reasonable estimates and assumptions.
However, there can be no assurance that our methodology accurately estimates GSA schedule value. Estimates of
future revenue included in backlog and GSA schedule value are not necessarily precise and the receipt and timing
of any of this revenue is subject to various contingencies, many of which are beyond our control. For a discussion
of these contingencies, see “Backlog” above. We may never realize the revenue on programs included in backlog
and GSA schedule value. '

Security breaches in classified government systems could adversely affect our business.

Many of the programs we support and systems we develop, install and maintain involve managing and
protecting information involved in intelligence, national security and other classified government functions.
A security breach in one of these systems could cause serious harm to our business, damage our reputation and
prevent us from being eligible for further work on critical classified systems for federal government customers.
Losses that we could incur from such a security breach could exceed the policy limits that we have for errors and
omissions insurance, which generally do not exceed $1 million per task order awarded.

Our business is dependent upon obtaining and maintaining required security clearances.

Many of our federal government contracts require our employees to maintain various levels of security
clearances, and ‘we are required to maintain certain facility security clearances complying with federal
government requirements. Obtaining and maintaining security clearances for employees involves a lengthy
process, and it is difficult to identify, recruit and retain employees who already hold security. clearances. If our
employees are unable to obtain or retain security clearances or if our employees who hold security clearances
terminate employment with us, the customer whose work requires cleared employees could terminate the
contract or decide not to renew it upon its expiration. In addition, we expect that many of the contracts on which
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we w1]1 b1d wrll requlre us to demonstrate our ability to obtam facrhty secur1ty clearances and perform work wrth
employees who hold specrfled types .of security clearances. To the extent we are not able to obtain facility
securrty clearances or engage employees with the requrred security clearances for a particular contract, we may
not be able to b' j'on or wm new contracts, or effectrvely re- compete on expmng contracts or follow-on task
orders b : : - :

Our employees may engage in mlsconduct or other i zmproper activities. .-

We are exposed to the risk that employee fraud or other rmsconduct ¢could occur. M1sconduct by employees
could. 1nc1ude mtentronal failures to comply with federal govemment procurement regulations and failing to
drsclose unauthomzed activities to,us: Employee misconduct could also involve the improper use of our
customers sensrtrve or classified mformatron which could result in regulatory sanctions and serious harm to our
reputatlon 1t is'flot. always possible to 1dent1fy and deter. employee misconduct, and the precautlons we take to

detect and preventthrs actrvrty may not be effectrve in controlhng_unknown or unmanaged risks or losses.

. o
K 5
(RIS

RISKS RELATED TO OUR COMMON STOCK

Our stock przce may be extremely volatzle and you may not be able to resell your shares at or above your
acquzsmon pnce ~

¢

Prror to June 28 2002 there was no public market for our.common stock. An active trading market for our
common stock may fiot’ be sustained, wh1ch could affect your ab111ty to sell your shares

. Addltronally, the prlce of our common stock may ﬂuctuate wrdely, dependmg upon many factors, including:

> : A _rour percelved prospects;

g;l “*the prospects of the mforrnatron technology and government contractmg industries in general;

‘ dlfferences between our actual financial and operatmg results and those expected by investors and -
analysts b SRR

' changes 1n analysts recommendatrons or pro;ectlons

'changes‘ 1n< general valuatrons for 1nformat10n technology and. techmcal services compames and

o

e changes m general economic or market condttlons and broad market fluctuations.
! ;‘H ‘1 : g ’ :

'Sustamed threats \of terrorist attacks and global unrest contnbuted to an economic -slowdown and to
mstablhty in the U S..and other ‘global financial equity - markets The armed hostilities that were initiated as a
result of the September 11, 2001, attacks and ‘future responses by the federal government may lead to further acts
of terror1sm in thew Unlted States or elsewhere, and such developments could cause instability in global financial
markets All of these factors may increase the volatility of, or decrease, our stock price and could have a material
adverse’ effect on; your 1nvestment in our common stock. As a result our common stock may trade at prices
srgmﬁcantly below your acqulsmon price, and you could lose all or part of your investment in the event you
choose to sell your shares

“' ‘;\' . o t
Mr. Som, who lS our founder and Chatrman of our board of dlrectors, has a significant ownershlp interest
in our ‘company o

Mr ‘Som owns or controls approximately 35% of the votmg power and outstanding shares of our common
stock’ AccordmOJy, Mr Soin has sromﬁcant influence on all matters submitted to a vote of the holders of our
common. stock. Mr Som s voting power may have the effect of dlscouragmg transactions involving an actual or a
potentral chanoe of control of our company, regardless of whether a premmm is offered over then-current market
prlces e e v
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We currently conduct, and in the past we have conducted, business with entities that are controlled by or
otherwise related to Mr. Soin.

The interests of Mr. Soin may conflict with the interests of other holders of our common stock.

We have contracts with entities that are owned or controlled by, or otherwise affiliated with, Mr. Soin.

We currently lease one of our properties from B.C. Real Properties, LLC., which is controlled by Mr. Soin.
“We also utilize aircraft partially owned by us and partially owned by a partnership controlled by Mr. Soin. From
time to time, we enter into subcontracting relationships with other government contractors that are affiliated with
Mr. Soin. While we believe that the terms and conditions of these agreements with entities owned or controlled
by, or otherwise affiliated with, Mr. Soin reflect or will reflect prevailing market conditions, we cannot assure
you that they are or will be as favorable to us as the terms and conditions that mlght be negotiated by
independent parties on an arm’s-length basis.

A substantial number of shares of our common stock are eligible for sale by Mr. Soin, which could affect
the market price of our common stock.

As of December 31, 2004, approximately 15,656,383 shares of our common stock were outstanding. Of
these shares, Mr. Soin beneficially owned approximately 35%, of our outstanding common stock, all of which
are eligible for sale by Mr. Soin under Rule 144 of the Securities Act, subject to the volume restriction and
manner of sale requirements imposed on affiliates.

We cannot predict the effect that any future sales of shares of our common stock by Mr. Soin, or the
availability of such shares for sale, will have on the market price of our common stock. We believe that sales of
substantial numbers of shares of our common stock by Mr. Soin, or the perception that such sales could occur,
could depress or otherwise adversely affect the market price of our common stock, which could make it difficult
or impossible for us to sell additional shares of common stock when we need to raise capital.

Under a registration rights agreement, Mr. Soin has “demand” registration rights as well as “piggyback”
registration rights in connection with future offerings of our common stock. “Demand” registration rights will
allow Mr. Soin to cause us to file a registration statement registering all or some of his shares. “Piggyback”
registration rights will require us to provide notice to Mr. Soin if we propose to register any of our securities
under the Securities Act and grant him the right to include his shares in our registration statement. If Mr. Soin
exercises these registration rights, he will be able to sell his shares included on a registration statement without
the volume restriction and manner of sale requirements imposed on affiliates under Rule 144,

Provisions in our charter documents could make a merger, tender offer or proxy contest difficult.

Our certificate of incorporation and bylaws may discourage, delay or prevent a change in control of our
company that stockholders may consider favorable. In addition, provisions in our certificate of incorporation and
bylaws and in the Delaware corporate law may make it difficult for stockholders to change the composition of
the board of diréctors in any one year and thus may make it difficult to change the composition of management.
Our certificate of incorporation and bylaws:

» authorize the issuance of blank check preferred stock that could be issued by our board of directors to
thwart a takeover attempt; :

+ prohibit cumulative voting in the election of directors, which would otherwise allow holders of less than
a majority of the stock to elect some directors;

* stagger our board of directors, making it more difficult to elect a majority of the directors on our board
and preventing our directors from being removed without cause;
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. ‘[lrmrt who may call specral meetmgs of stockholders :

v ‘proh1b1t stockholder action by wrrtten consent,’ requmng all actrons to be taken at a meeting of the
stockho]ders o

Ff f \iestabhsh advance notice requrrements for nomrnanng candrdates for election to our board of directors or
_‘_for proposrng matters that can be acted upon by stockholders at'stockholder meetings; and

Loh requ1re that vacancies on our board of directors, mcludrng newly. created drrectorshrps be filled only by
LA ma_]orrty vote. of directors then in office. :

" In addrtron,‘ Sectron 203 of the Delaware General Corporatron Law. may discourage, delay or prevent a
change in. contro] byt prohrbmng the Company from engaging in a business combination with an interested
stockholder for a penod of three years after the person becomes an interested stockholder

I ‘ ﬂ B o .
: Executwe Oj)‘" cers of the Reglstrant B t . ‘ )
" The followmg table 1dent1f1es our execut1ve ofﬁcers and mdlcates thelr ages and posrtrons as of December
31,2004 ;.

Name, ' " ];', o . _Age Position

Ra)esh K Som L 57 Chairman of the Board and Director

David S. Gutndge S 58  Chief Executive Officer, Secretary and Director

John E. LonOhouser T . 61 President .~

M1chaell Gearhardt I 50 Chief Fmancral Officer, Senior. Vice President and Treasurer
Donald H. Werser e 61. Chief Operating Officer and Executive Vice Presrdent
Jamies:C. Clark ). ..o oo oL .63 Executive Vice President

Billy, J Brngham iieee....o.o... 65 Senior Vice Président

Rebecca S Morgann ol 57  Vice Presrdent Drrector of Contracts

' Set forth below is blographrcal 1r1format10n for our executrve offrcers

Rajesh K Som has served as our Charrman of the Board since May 1984 and Chief Executive Officer from
1984 until May 2002 Mr Soin has also served as Chairman of the Board of Directors and Chief Executive
Officer ‘of :Soin Intematronal LLC, a holdrng company prevrously known as MTC International, LLC and an
afflllate of' ours srnce 1998 t S

" David S. Gutrzdge has served as our Chref Executive Ofﬁcer since’ October 2003 and as Secretary since
Apnl 2002 He also served as Chief Financial Officer, Treasurer and Executive Vice President from April 2002
until hrs appomtment as Chief Executive Offrcer in October 2003 Mr. Guiridge joined us in 1993 and served as a
Group Pres1dent and Chief Operating Officer for us or one of our affiliates until becoming our Chief Financial
Officer in Aprrl 2002. Prior to joining us, Mr. Gutridge had an extensive business career including approximately
12 yelars w1th the, Fortune 500 company, Dayco Corp., where he was a director and held various offices such as
Executrve V1ce Presrdent and Chief Financial Offrcer and President and Chief Operating Officer. Mr. Gutridge
has, been a d1rector of ours since 2002. t ,

John E Longhouser Retrred Major General, U.S. Army, was appointed our President in November 2003.
From. July 2003 0 ‘November 2003, he served as our Senior Vice: President for Land Forces and Strategic
Planning, Before Jommg us, he served as Senior Vice President, U.S. Army:Programs for Burdeshaw Associates
Ltd.,a: defense  industry-consulting' firm, from 1997 to 2003. Prior to joining Burdeshaw Associates,
Mr. Longhouser served in the U.S. Army for 33 years, -managing the Army’s combat vehicle programs and
culmmatmg with h1s appointment as Commandmg General U.S. Army. Test and Evaluation Command at
Aberdeen Provrng Ground Maryland ‘ " ‘ .
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Michael I. Gearhardt has served as our Chief Financial Officer, Senior Vice President and Treasurer since
October 2003. From 2001 until he joined us, Mr. Gearhardt served as President for the worldwide operations of
Carlisle Power Transmission Products, Inc., an industrial power transmission products manufacturer. From 1991
to 2001, Mr. Gearhardt served in various financial roles within Mark IV Industries, at the time a publicly traded
automotive and industrial manufacturing company, including three years as Executlve Vice President and Chief
Financial Officer of the Industrial Division.

Donald H. Weisert, Retired Colonel, U.S. Air Force, joined us in 1992 and serves as our Executive Vice
President and Chief Operating Officer. Mr. Weisert served as our Senior Vice President and Assistant Chief
Operating Officer from 2002 to 2003, Vice President and Director from 1999 to 2002, Department Manager from
1994 to 1999 and Program Manager from 1992 to 1994. Prior to joining us, Mr. Weisert served in the U.S.

- Air Force for 26 years, concluding as the Chief of Engineering and Manufacturing Development of the B-2
. Advanced Technology Bomber Program Office.

James C. Clark, Retired Colonel, U.S. Air Force, joined us in 1991 and serves as our Executive Vice
President with direct oversight of all our Air Force Programs. Mr. Clark served as our Vice President, Senior
Vice President and Director from 1999 to 2002, and in various technical and management positions from 1991 to
1999. Prior to Jommo us, Mr. Clark served in the U.S. Air Force for 26 years, concluding as the Chlef Logistics
Research Division. :

Billy J. Bingham, Retired Brigadier General, U.S. Air Force, joined us in 2004 and serves as our Senior Vice
President of our National Security Group. Prior to joining us, he served as Sénior Vice President of Science
Applications International Corporation (SAIC), a research and engineering firm, where he was responsible for its
. strategic and tactical intelligence business and for oversight of its U.S. Air Force C4ISR activities. Mr. Bingham
joined SAIC as director of signals intelligence requirements in 1994 after his retirement from the U.S. Air Force
after 30 years of service, concluding as the assistant deputy director for operations and deputy chief, Central
Security Service, National Security Agency (NSA).

Rebecca S. Morgann, joined us in 1994 and serves as our Vice President and Director of Contracts.
Ms. Morgann served as our Manager of Contracts and our Director of Contracts prior to her promotion to Vice
President. Ms. Morgann has more than 25 years experience in contract management and government and
commercial purchasing.

1

‘ Each such Ofﬁcer shall hold such office until a successor is selected and qualified.

Available Information

We make available free of charge on or through our Internet website our annual report on Form .10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities and Exchange Act-of 1934 as soon as reasonably practicable
after we electronically file such material with, or furnish it to, the Securities and Exchange Commission. Qur
internet address is http://www.mtctechnologies.com. The information contained on our website is not
incorporated by reference in this annual report on Form 10-K and should not be considered a part of this report.

Item 2. Properties

We have maintained our corporate headquarters in Dayton, Ohio since 1984. We presently lease an
approximately 60,000 square foot facility at 4032 Linden Avenue. The lease expires on November 16, 2018.

We lease a total of approximately 260,000 square feet in 42 locations throughdut the United States. Our
aggregate monthly lease payment is approximately $274,000.
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We mamtarn ‘one Sensrtrve Compartmented Information Facrlrty, comprising approxrmately 1 OOO square
feet. in. Dayton Ohro ‘This is a reinforced facrhty w1th multiple secure zones, protected electronically and
restncted to ‘special “classified “need to know” program’ access. This facility is also cleared for Top-Secret

- Sensmve ‘Compartmented Informatron (SCI) and Special ‘Access data’ handlmg and storage Eleven of our other

the Unrted States are cleared for secret handlrng and storage..

Item 3 Legal Proceedmgs

From t1me to t1me we are involved in legal proceedrngs ar1s1ng inthe ordinary course of business. We do
not belleve that any pendrng litigation. wrll have a materral adverse effect on our financial condrtron results of
operat1ons or cash flows » ' '

"' i : - .
Item 4 | Submrssron of Matters to a Vote of Secunty Holders .

No matter was submrtted to a vote of securrty holders durrng the fourth quarter of the year ended December
31,2004, through the solrcrtatron of proxies or otherwise. We intend to present the following matters to a vote of
secumty »holders in connect1on with the Company s 2005 Annual Meetrng of Stockholders on April 20, 2005:

Elect three drrectors ‘ :
2 Ratrfyrthe selectron of Ernst & YoungrLLP as mdependent accountants
: 53‘.‘, | I‘Transact any other business that may properly come before the Annual Meeting of Stockholders

e PART II . ‘
. Item 5 i, Market for Regtstrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Lo Eqmty Securrtles
Market Informatlon ‘

Our Common stock 1s quoted on the Nasdaq Natronal Market and began trading under the symbol *MTCT”
on June 28 12002 As of February 28, 2005, there were 15,738,763 shares of common stock outstanding and
twelve stockholders of record The number of stockholders of record is not representative of the number of
benefrcral stockholders due to the fact that many shares are held by deposrtones brokers or nominees.

i '
l

The followmg table lists the htgh and low.per share sales prtces for our common stock’ as quoted on the
Nasdaq Stock Market where the stock trades under the symbol “MTCT for the pertods mdrcated

v .
Lo

i Sales Price
, High ; Low
; Year Ended December 31 2003 S Lo :
r 4:7F1rst quarter ..................... T S P $25.50 $17.10
; jl‘,‘:Secon‘d quarter .ﬁ. e PR A o 27.14 1642
. .Third quarter . ... ..... ... e T SR S 2840 2145
‘ ""h,‘,fFourthquarter....- ........... ..... il 3341 2275
o “‘Year Ended December 31,2004 S _
t“""‘Frrstquarter S AT I e e $31.97 - $21.50
.- Second, quartef ... SO e AT 12740 22.96
-, "Thitd quarter ".......... U U S 2779 - 23.08

jd‘Fourthquarter ET O AT 35.64 ° 25.92
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Dividend Policy
~ We currently intend to retain any future earnings to support the development and expansion of our business
and do not anticipate paying cash dividends in the foreseeable future. Payment of future dividends will be at the
discretion of our board of directors after taking into account various factors, including our financial condition,
operating results, cash needs, growth plans and the terms of any credit agreements that we may be a party to at
the time. Our current revolving credit facility has limitations on our ability to pay dividends. In addition, the

terms of any future credit agreement may prevent us from paying any dividends or making any distributions or
payments with respect to our capital stock.

All of our assets consist of the stock of one of our subsidiaries. We will have to rely upon dividends and
other payments from our subsidiaries to generate the funds necessary to make dividend payments, if any, on our
common stock. Our subsidiaries, however, are legally distinct from us and have no obligation to pay amounts to
us. The ability of our subsidiaries to make dividend and other payments to us is subject to, among other things,
the availability of funds, the terms of our subsidiaries’ indebtedness and applicable state laws.

Unregistered Sales of Securities

In January 2004, March 2004 and November 2004, we issued an aggregate of 166,842 shares of our
common stock, with a value of approximately $4.5 million, to the former shareholders of ICI as the result of the
achievement of certain performance goals under the 2004 eafn-out and contingency provisions contained in the
stock purchase agreement. Shares of our capital stock issued in connection with the earn-out and contingency
provisions were issued pursuant to an exemption from the registration requirements of the Securities Act of 1933
provided by Section 4(2) thereof.
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Item6 Selected Fmancxal Statement Data ‘

The tables shown below set forth se]ected consohdated financial data for the years ended December 31,
2000 th:ough 2004 ‘There ‘were no cash dividends declared or paid in any of the periods presented. Prior to
~ June 28, 2002, we were an S corporation for income tax purposes and as a consequence, we paid no federal

income tax and pald only certam state income taxes » :

LTRSS

'

Thls selected fmancxal data should be read in conJunctlon w1th “Management s Discussion and Analysis of '
Fmancxal Condition and Results of Operattons and our ﬁnanc1a1 statements and the related notes mcluded
e]sewhere m th1s document

: Years Ended December 31,
2004 2003 - 2002 2001 2000
‘(in thousands, except share and per share data)

Income statement data ‘

Revente .. ...\l R s 213020 5 188,707 $ 118540 $ 92,590 $ 75961
Cost of revenue’ e L 229,622 -, 158,058 . 96,356 75,248 61,866
Gross profi.. . e Lo 43405 - 30,649 22,184 17342 14,095
General and adrrumstratlve expenses . o ' T
, excludmg management fees to related o e ‘ t

party and stock compensatxon expense ... . 12,098° © 9525 7 ‘ 7,792 5,074 4,965
Management fees torelated party(1) ....... - =~ — L = 556 2,395 2,549
Stock compensatlon expense(2) ........... ‘ — — ‘ 5,215 — —
Total general and admm1strat1ve . - o , N I ‘

expenses ..... F TR TR T i . 12,098 © - 9,525 ‘ - 13,563 7,469 7,514
Intangtble asset amomzauon(?») ............ 2,508 - 742 119 1,086 471
Operatmg mcome ‘,._f.:. AT ... 28799 - 20382 8502 . 8,787 6,110
Net mterest expense (mcome) ........ . B 547 (288) 160 570 618
Income from contmumg ioperations before o R L ‘

1ncome tax expense N 29,34'6' 20,670 - 8,342 8,217 5,492
Income tax expense ........ e o 11,685 . . 8,181 656 — —
Income from contmumg operatlons G ‘17,6617_ 112489 . 7,686 8,217 5,492
Loss from dlscontmued operat1ons(4) . = — —_ (453) (1, 182)
Net income ... .15 .. [EETRTRRTIY L.§ 176618 12489 § 7686 $ 7764 § 4310
ABasxc and d\luted earmngs per common | - B ‘ ‘

share’ frorn contmumg operations ....... $ 11528~ - 095 % 067 $ 083 $ 0.56
Weighted : average ba51c shares S IR ‘

outstandmg ..... BT e 15,300,608 * 13,083,578 11,405,351 9,887,482 9,887,482
Wexghted averace d.\luted shares o o S o

outstandmg - 15,347,548 13,185,424 11,538,802 | 9,887,482 9,887,482
Balance sheet data ‘ . S - - ‘
Workmg capltal tljj“ ' - $ 70968.% 32,539 $ 36,895 $ 10,115 $ 11,311
Total assets b - 193,811 102,267 . ' 71,488 25,734 41,003
Long-term ob]1gat1ons e L= e =~ — 13075 18,418

’ Stockho]ders equ1ty (deflc1ency in net ‘ T
assets) ‘.;_. C R 147,161 65235 . 49,778 (121) 10,913
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(1) The management fees to a related party were paid to a wholly owned affiliate of our then sole stockholder. The
nature of the services received from the affiliate included our then sole stockholder’s services as our Chief
Executive Officer, assistance with negotiating financing arrangements, assistance with evaluating acquisition
candidates and legal services. These fees ceased on March 31, 2002. Although the management fees have been
eliminated, most of these costs have been replaced on an annual recurring basis, and by virtue of being a public
company, we now incur certain general and administrative costs not previously incurred.

(2) Non-cash stock compensation expense of $5.2 million was recognized in March 2002, in connection with
the issuance to three senior executives of non-qualified options to purchase 415,273 shares of common stock .
pursuant to Rule 701 under the Securities Act of 1933. The charge represents the difference between the
option price of $4.19 and the estimated fair market value of the common stock on the date of grant of $16.75
per share. For more information, please see “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and Note L to our consolidated financial statements.

(3) We adopted SFAS No. 142, Goodwill and Other Intangible Assets, effective January 1, 2002, and
discontinued the amortization of goodwill as of that date. In addition, we achieved full amortization of the
purchase price allocated to the contracts of RJO Enterprises, Inc. in September 2001. The intangible asset
amortization recognized in 2002 through 2004 relates to the purchase price allocated to the acquisitions that
were made beginning in October 2002.

(4) In anticipation of our initial public offering, we disposed of or discontinued substantially all of our
operations that were not related to our core business.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with “Selected Consolidated Financial
Data” and our consolidated financial statements and related notes included elsewhere in this Annual Report on
Form 10-K. Portions of this document that are not statements of historical or current fact are forward-looking
statements. The forward-looking statements in this document involve risk and uncertainties, such as statements of
our plans, objectives, expectations and intentions. The cautionary statements made in this document should be read
as applying to all related forward-looking statements wherever they appear. Our actual results could differ
materially from those anticipated in the forward-looking statements. Factors that could cause our actual results to
differ materially from those anticipated include, but are not limited to, the following: risks related to the growth of
our FAST contract, including strains on resources and decreases in operating margins; federal government audits
and cost adjustments; differences between authorized amounts and amounts received by us under government
contracts; government customers’ failure to exercise options under contracts; changes in federal government (or
other applicable) procurement laws, regulations, policies and budgets; our ability to attract and retain qualified
personnel; our ability to retain contracts during re-bidding processes; pricing pressures; undertaking acquisitions
that might increase our costs or liabilities or be disruptive; integration of acquisitions, including the acquisitions of
CTI, MTI, and OnBoard; and changes in general economic and business conditions.

Overview

We provide sophisticated systems engineering, information technology, intelligence and program
management services primarily to U.S. defense, intelligence and civilian federal government agencies. Our
services encompass the full system life cycle from requirements definition, design, development and integration
to upgrade, sustainment and support for mission critical information and weapons systems. For the years ended
December 31, 2004, 2003, and 2002, about 96%, 95%, and 87%, respectively, of our revenue was derived from
our customers in the Department of Defense and the intelligence community, including the U.S. Air Force, U.S.
Army and joint military commands. Having served the‘Department of Defense since our founding in 1984, we
believe we are well positioned to assist the federal government as it conducts the war on global terrorism and
modernizes its defense capabilities. '
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' We; report operating results and financial data as 4 'single segment and believe our contract base is well

_diversified.!Howeyer, a significant amount of our revenue has in recent’years been earhed under two contracts,

the ASC/BPA and;ﬁh@ ‘FAST contract. Revenue-under the ASC/BPA was approximately 9%, 13%, and 20%, of

our ‘tota]“rgif;,éhue‘,;for the years ended December 31, 2004; 2003, and 2002, respectively. The largest task order
‘under ‘the ASC/BPA, amounted to ‘approximately 1%, 2%, and 2% of total revenue for the years ended
December 31, 2004,-2003, and 2002, respectively. The ASC/BPA, which was originally awarded as a small
business- set-aside’ contract, expires on September 30, 2005 and the replacement contract will also be a small
business set-aside contract for which we, will not qualify to-bid-as a prime contractor. While we believe we have a
viable §tratégy to' rétain the bulk of our work and profitability on the replacement contract by becoming a
) subqontréf;étdf for anu‘mbérvof §mall businesses bidding on' the -re-compete, our ability to retain work under the
replacement contract'is uncertain. It is- possible that some of our current work under the ASC/BPA could be
conver‘téd,toﬁGSAj;séhé.dulga'sl or other contract vehicles. =

n ngy ZOOlwe 'wé're:one of six "awardcés of th'e,FA;ST' contratf w1th a ceiling of $7.4 billion and with a
period:of performance,.including option years, which éxtends to 2008. Revenue under. the FAST contract was

' approximately, 26%; 33%, and 17%, of total revenue for the years ended December 31, 2004, 2003, and 2002,
respi:ctiv?liy'f<v'EAST;bdntraCt revenue for. the year ended December 31, 2004 was comprised of over 75 separate
task'or‘de'rs,"t‘he lafg?st of, which amounted to approximately 5% of total revenue for that period. In prior years,
we performed ‘Some of the work we are now performing on; the FAST contract on other contract vehicles, While
the FAST;cEih;ract",ﬁ¢preseni§ a significant percentage of our total revenue, we believe that the broad array of
'engineer@ng;‘“téchni‘cé‘l’ and management services we provide to the federal government through'various contract
vehicles allows for diversified business growth. No other task order, including individual contracts under our
" GSA ‘Vehic;le"sf, ‘accguht'ed.for‘more than 3% of revenue for ;he year ended Décember 31, 2004.

-

UndertheFAS’I; E:ontféc':‘t, we have the potential to comp’ete‘fbr‘hun‘dréds of millions of dollars in task orders

over its ,Aapprqximajrtelyfthfree and a half year remaining life -as' the U.S. Air Force maintains and modernizes

aircraft and defense ‘systems. As of December. 31, 2004, we have been awarded over 75 individual task orders

under the FAST cohtract with a remaining potential award: value of approxirnately $914.0 million if all options

are exercised.' Although we believe the FAST contract presents an opportunity for significant additional growth
and expéns‘ion‘;'oflqlif jé'ériviccs, we expect that ‘many of the task orders we may be awarded under the FAST
contract will be for program management services, which historically have been less profitable than our other
activities. In addition, the'FAST contract involves a significantly greater use of subcontractors than we have used
historicg\]l)f.‘ Margins 'on subcontractor-based revenue are typically lower than the margins on our direct work.
- Since the FAST contract is expected to be a significant part-of our ‘business for the next several years, it is
possible that‘blir Qpefatiqg income, as a percentage of total revenue, could diminish, while growing in absolute
dollars.;v.’ o 0l e T
Our . federal goyémment contracts, which comprised ovér 96% of our.revenue in 2004, are subject to
* government audits of our direct and indirect costs. The incurred cost audits have been completed through
Decefnbeirj%bi2001§‘}aﬁd:§he rates have been agreed to. We-do not anticipate any material adjustment to our
financial ‘sﬁe:it:ei:mentsf‘ih ,sub'se'quent periods for audits not yet'completed.

years “é}nd'e‘d ﬁeéember 3‘1,,20'04, 2003, and 200‘2,, approximiately 77%, 83%, and 77%, respectively,

For'the.
of ourirévéﬁhé;cﬁame‘fxbm work provided to our customers as' a prime contractor and the balance came from work
provided as ,“‘a J sﬁbcéﬁt;actor. Approximately '74%, 64%,;? and 79% .of our revenue for the years ended
December i3j1;f2004’,:2003, and 2002, respectivé]y, _consist_ed of the work' of 'ourv employees, and the balance was
provided 'by(th‘éiw0rk;;0f, subcéntractors. Our work as a prime ‘contractor on the FAST contract has resulted, and is
expected “‘tc")‘l‘c‘p‘r;ltinu'e_ toiresult, in a significant use of subcontractors. The increased use of subcontractors on the
FAST contract has been partially offset by the business model of our recent acquisitions, which typically have

not used subcontractors to a great extent.
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We typically provide our services under contracts with a base term, often of three years, and option terms,
typically two to four additional terms of one year or more, which the customer can exercise on an annual basis.
We also have contracts with fixed terms, some extending as long as five or six years. Although we occasionally
obtain government contracts for which the contracting agency obligates funding for the full term of the contract,
most of our government contracts receive incremental funding, which subjects us to the risks associated with the
government’s annual appropriations process. ‘

Contract Types. When contracting with our government customers, we enter into one of three basic types
of contracts: time-and-materials, fixed-price and cost-plus.

o Time-and-materials contracts. Under a time-and-materials contract, we receive a fixed hourly rate for
each direct labor hour worked, plus reimbursement for our allowable direct costs. To the extent that our
actual labor costs vary significantly from the negotiated rates under a time-and-materials contract, we
can either make more money than we originally anticipated or lose money on the contract.

*  Fixed-price contracts. Under fixed-price contracts, we agree to perform specified work for a firm,
-fixed price. If our actual costs exceed our estimate of the costs to perform the contract, we may generate
less profit or incur a loss. A significant portion of our fixed-price contract work is under a fixed-price
level-of-effort contract, which represents a similar Ievel of risk to our time-and-materials contracts,
~under which we agree to perform certain units of work for a fixed price per unit. We generaily do not
undertake high-risk work, such as software development, under fixed-price contracts.

*  Cost-plus contracts. Under cost-plus contracts, we are reimbursed for allowable costs and receive a
supplemental fee, which represents our profit. Cost-plus fixed fee contracts specify the contract fee in
dollars or as a percentage of anticipated costs. Cost-plus incentive fee and cost-plus award fee contracts
provide for increases or decreases in the contract fee, within specified limits, based upon actual results
as compared to contractual targets for factors such as cost, quality, schedule and performance.

- The following table provides information about the percentage of revenue attributable to each of these types
of contracts for the periods indicated: g

Years ended

December 31,
| B0 W03 202
Time-and-materials ............ e 53%  50% 61%
Fixed-price ............. ... ......... e 30 35 24
Cost-PlUS oo 17 15 15
Total ... 100% 100%  100%

Critical Accounting Policies

Revenue Recognition. Our critical accounting policies primarily concern revenue recognition and related
cost estimation. We recognize revenue under our government contracts when a contract has been executed, the
contract price is fixed and determinable, delivery of services or products has occurred, and collection of the
coniract price is considered probable and can be reasonably estimated. Revenue is earned under time-and-
materials, fixed-price and cost-plus contracts.

We recognize revenue on time-and-materials contracts to the extent of billable rates times hours delivered,
plus expenses incurred. For fixed-price contracts within the scope of Statement of Position 81-1, Accounting for
Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1), revenue is recognized
on the percentage of completion method using costs incurred in relation to total estimated costs or upon delivery
of specific products or services, as appropriate. For fixed-price-completion contracts that are not within the scope
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of SOP 81 1 revenue 1s generally recognized as earned accordtng to, contract terms as the service is provided.
We will prov1de our customer with a number of different services that are generally documented through separate -
negonated task orders that detail the services to be provided and the Company’s compensation for these services.
Services rendered under each task order represent an mdependent ¢arnings process and are not dependent on any
~ other serv1ce or product sold. We recogmze revenue on-cost-plus contracts to the extent of allowable costs
‘mcurred plus a proporttonate amount of the fee. earned, which may be fixed or performance-based. We consider
fixed fees under cost-plus contracts to be earnéd in proportlon to the allowable costs incurred in performance of
the . contract whrch generally corresponds to the timing of. contractual billings. We record provisions for
estlmated losses on - uricompleted contracts in the pertod in ‘which we identify those losses. We consider
performance based fees; including award fees under ‘any confract type to be earned only when we can
demonstrate satrsfactlon of a specrﬁc performance goal or we receive contractual notification from a customer
that the. fee has been earned. In all cases, we recognize revenile only when pervasive evidence of an arrangement
exists (1ncludmg When waiting for formal funding authorization under federal government contracts), services
have: been rendered the contract pnce 18 fixed or determrnable and collectron is reasonably assured
Contract revenue recogmtron 1nherently involyes estimation. From time to time, facts develop that require us to
revise the total estimated costs or revenues expected. In most cases, these changes relate to changes in the contractual
scope: of the work and do ot srgmﬁcantly impact the expected profit rate on a contract. We record the cumulative
effects of any revrsrons to the estimated total costs and revenues in the pericd in which the facts become known.
.. _t ‘“r- W ;

We began recordmg work -in- process rnventory during the second quarter of 2003 because some of our task
orders under the FAST contract have reached the product1on delivery stage. On these task ordeis, we are now
requtred to'meet customer ‘delivery schedules as part of our program management services. The inventory relates
to costs accumulated under fixed-price-type contracts accounted for under the completed contract method and

" certain output measures, such as units delivered, of the percentage-of-completion method. The work-in-process
1nventory 1s stated at the lower of cost-or market and is computed on an average cost basis.

Goodwzll and Intangzble Assets. - Goodwill represents the excess ‘of cost over the fair value of net tangible
and 1dent1ﬁable 1ntangrble assets of -acquired companies. Purchase price allocated to intangible assets is
amorttzed usrng the strarght -line method over the estimated terms of the contracts, which range from three to
’ erght years I'We" perforrn impairment reviews on an annual basis. We have elected to conduct our annual
1mpa1rmenttrevrews as of the fourth quarter of each year. We base our assessment of possible impairment on the
dlscounted -present value of the operating cash flows of our consolrdated operating unit. We determined that no
tmpatrment charges were requrred in 2004 and 2003 '

: Inco‘mé Taxes “We: calculate our income tax provrslon usmg the assét- and liability method. Under the asset
and habthty method deferred income taxes are recogmzed for the future tax consequences attributable to
differences. between the financial statement carrying amounts and the tax bases of existing assets and liabilities.
Deferred tax assets’and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differénces are expected, to be recovered or settled. The effect on deferred taxes
of a change in tax rates would be recognized in income in the penod that mcludes the enactment date.

Pnor to] une 28, 2002 the date that we changed our S corporatron status to C corporation status, all ttems of
income and expense were “passed through”-and taxed at'the stockholder level. Therefore, we were not required
to record a provrsron for. federal and state income taxes. Accordmgly, the-December 31, 2002 income statement

- does not reﬂect an mcome tax prov1sron forthe perlods pr1or to June 28, 2002.
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Results of Operations ‘

Our results of operations may not be directly comparable on a year-to-year basis due to acquisitions we
made throughout the three years ended December 31, 2004. We acquired CTI in July, 2004, Vitronics and ICI in
October, 2003, and AMCOMRP in October, 2002. Additionally, in the first quarter of 2005, we acquired MTI and
OnBoard. As part of our overall strategy to expand our customer reach and technical capabilities, we expect to
continue to strategically acquire complementary businesses in the future.

The following table sets forth, for each period indicated, the percentage of items in the statement of income

in relation to revenue:
’ Years ended December 31,

2004 2003 2002

REVENMUE -t iiiieeic ..., 1000% 100.0% 100.0%
Cost of revenue . . . . . [P e Lo 841 83.8 81.3
Gross profit . . ..ot 15.9 16.2 18.7
General and administrative expenses:

Thirdparty ................. e e 4.3 4.8 6.1

Relatedparty ......... .. .. ... i 0.1 0.2 0.9

Stock compensation eXpense ... .....c....iiiiiiieen ... —_ — 44

Total general and administrative eXpenses ........... 4.4 5.0 11.4

Intangible asset amortization ........... ... .. .. ... 0.9 04 01
Operating income ........... . e D 10.6 10.8 7.2
Net interest income (EXPense) . ... ....couueneneenenennenan.. 0.2 0.2 (0.1
Income before income tax eXpense . ..........coeeenneennenn. 10.8 11.0 7.1
Income tax eXpense . ............ciitiiiiii i 4.3 44 0.6
NEtincome . ......c..ovvvrieeeinnnoi... R 65% 66%  6.5%

Prior to June 28, 2002, we operated as an S corporation and were not subject to federal or certain state
income taxes for the first six months of 2002. See income tax discussion below.

Comparison of Year Ended December 31, 2004 and Year Ended December 31, 2003

Revenue: Revenue for the year ended December 31, 2004 increased 44.7%, or $84.3 million, to $273.0
million as compared to $188.7 million for 2003. Organic growth of approximately 17% amounted to $31.9
. million of the $84.3 million increase in revenue, and the remaining $52.5 million of revenue growth, or
approximately 28%, came from acquisitions. Our organic growth of $31.9 million was the result of an increase in
work on new or existing contracts and task orders, primarily from growth in FAST, Defense Information Systems
Network, PM Soldier Systems, and C4ISR task orders. )

Gross profit:  Gross profit for the year ended December 31, 2004 increased 41.6%, or $12.8 million, to
$43.4 million as compared to $30.6 million for 2003. This increase primarily reflects the significant increase in
revenue. Gross profit as a percentage of revenue for the year ended December 31, 2004 was 15.9% as compared
to 16.2% for 2003. This decrease in gross margin as a percentage was primarily due to the increase in cost-plus
contracts for 2004 as compared to 2003.

General and administrative expenses: Total general and administrative expenses for the year ended
December 31, 2004 increased 27.0%, or approximately $2.6 million, to $12.1 million as compared to $9.5
million for the year ended December 31, 2003. This increase was primarily the result of increased salary and
benefit expenses resulting from the addition of personnel to support our growth as well as an increase in
professional fees associated with establishing our office in Germany and for compliance with Section 404 of the
Sarbanes-Oxleyv Act of 2002. However, general and administrative expenses declined from approximately 5.0%
of revenue in 2003 to approximately 4.4% of revenue in 2004 as a result of operating efficiencies.

‘Intangible asset amortization: Intangible asset amortization for the year ended December 31, 2004
increased approximately $1.8 million to $2.5 million as compared to $0.7 million for the year ended
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December 31 2003 Thts increase is'a result of a full year of amortization, of the purchase price allocated to the
1ntang1ble assets of ICI and Vitronics of $1.2 million as well as the. $0.8 million of intangible asset amortization
recorded 1n the thrrd and fourth quarters of 2004 relatrng to the acqursrtlon of CTL

Operanng mcome Operaung 1ncome for the year ended December 31, 2004 mcreased 41.3%, or $8.4
million; to $28 8 mllhon as compared to $20.4 million for the year ended December 31, 2003, primarilty resulting
from the 1ncreased gross profit, partially offset by hrgher general and administrative expenses . and intangible

asset amorttzatlon It should be noted that operating income as a percentage of revenue was approximately 10.6%
in 2004 compared to approxrmately 10:8% in 2003. Operatmg income as a percentage of revenue decreased
because of the 1ncrease in’intangible amortization expense, which 1ncreased as a percentage of revenue from
approxrmately 0.4% in 2003 to approximately 0.9% in 2004.. The dechne in operating income as a percentage
caused: by 1ncreased mtangrble amortrzatlon expense was partrally offset by an 1mprovement in the operating
leverage of cash expenses : -

S « ‘;

Net mteresr mcome Net mterest income for the year ended December 31, 2004, 1ncreased by $259 000 to
$547,000. as compared to. net interest income of $288,000 for the’ year ended December 31, 2003. Interest income
1ncreased as a result of the investment . of the proceeds recetved in February 2004 from a pubhc offering of our
common stock ' ‘ ‘

Income tax expense ' For the year ended December 31, 2004, our effectlve income tax rate was 39.8%
compared wrth an effectrve tax rate of 39.6% for the year ended December 31 2003.

Net mcome Net income increased 41.4%; or approxrmately $5.2¢ mﬂhon to $17.7 million for the year
ended December 31 2004 compared (o $12.5 million for the year ended December 31, 2003. This increase in net
income’ was prrmanly the result of 1ncreased operatmg 1ncome Wthh was pamally offset by the increased
mcome tax expense : :

Companson of Year Ended December 31, 2003 and Year Ended December 31,2002

The comparablhty of general and administrative expense operating income, income tax expense, and net
1ncome for the years ended December 31 2003 and 2002 was affected by the following significant items:

the $5 2 m11hon non -cash stock compensatlon expense recorded in March 2002;

,-“f“‘ xnon cash deferred income tax benefit of $2.6 rmlhon recorded in June 2002, when the company changed
‘ ltS S corporatron status to C corpor ation status; ahd ‘

e j1ncome tax expense being recorded for. the year ended December 31 2003 and not during the six months
ended June 30 2002 (by vrrtue of the company bemg an S corporatron until June 28, 2002).

In order to deplct general and admrmstranve expense operatln0 income, income tax expense and net
' mcome on' al more dlrectly comparable basis, the followmg table shows 2002 as reported and, along with the
following drscussron of results of operatrons consrders the above itemis on a pro forma basis and assumes a 40%
effectrve tax rate . . ’

\ Year ended . Year ended
il December 31, December 31,
- 2002 Pro forma 2002

‘ oo ) - " . Asreported  Adjustments - Pro forma

ol T o o R (in thousands)

General and admrmstratrve EXPENSE . ... 813,563 $(5,215)  $ 8,348

Operattng ingome s .. Ly s FE PR e . 8502 5,215 13,717
Income before mcome taxes ..... PRI SR L Lo 8342 5,215 13,557
Incometaxexpense PR e 656 4,767 5,423

Netmcome,t..;.‘.,‘1,..‘._;:;.,.‘......;.'..;..:.’.....;'.:;.;....\...?..r1$7,686 $ 448  $ 8,134

o [N N " ":
iy ST
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Revenue: Revenue for the year ended December 31, 2003 increased 59.2%, or $70.2 million, to $188.7
million as compared to $118.5 million for 2002. Organic growth of approximately 43% amounted to $50.8
million of the $70.2 million increase in revenue, and the remaining $19.4 million of revenue growth, or
approximately 17%, came from acquisitions. $40.2 million of our organic growth was delivered through the use
of subcontractors, primarily in connection with several task orders under the FAST contract. The balance of our
organic growth was the result of a $13.7 million increase in work by our own people on new or increased
contracts and task orders, primarily from growth in FAST, ASC/BPA and GSA task orders. The increase in direct
revenue was partially offset by a $2.9 million decrease in revenue from our two largest non-defense customer
groups and decreased revenue on task orders that ended after December 31, 2002.

- Gross profit:  Gross profit for the year ended December 31, 2003 increased 38.2%, or $8.5 million, to
$30.6 million as compared to $22.2 million for 2002. This increase primarily reflects the significant increase in
revenue. Gross profit as a percentage of revenue for the year ended December 31, 2003 was 16.2% as compared
to 18.7% for 2002. This decrease in gross margin percentage is primarily attributable to the previously forecasted
increase in the use of subcontractors. Margins on subcontractor-based revenue are typically lower than the
margins on our direct work. :

General and administrative expenses: Total general and administrative expenses for the year ended
December 31, 2003, decreased 29.8%, or approximately $4.0 million, to $9.5 million as compared to $13.6
million for the year ended December 31, 2002. This decrease is solely attributable to the $5.2 million non-cash
stock compensation expense that was recorded in March 2002, as discussed below. Without this charge, general
and administrative expenses for the year ended December 31, 2003 would have increased 14.1%, or $1.2 million
as compared to the prior year, primarily as a result of increased salary and benefit expenses resulting from the
addition of personnel to support our growth as well as increased insurance and bid and proposal costs. However,
the percentage of general and administrative expenses before stock compensation declined as a percentage of
revenue from 7.0% for the year ended December 31, 2002 to 5.0% for 2003.

Non-cash stock compensation expense of $5.2 million was recorded in March 2002 in connection with the
issuance to three senior executives of non-qualified options to purchase 415,273 shares of common stock. The
charge represents the difference between the option price of $4.19 and the estimated fair market value of the
common stock on the date of grant of $16.75 per share. All other options issued since March 2002 have an option
price equal to the estimated fair market value of the shares at the date of the grant and as such require no charge
against earnings.

Intangible asset amortization: Intangible asset amortization for the year ended December 31, 2003
increased approximately $0.6 million, to $0.7 million as compared to $0.1 million for the year ended
December 31, 2002. This increase is a result of a full year of amortization of the purchase price allocated to the
contracts of AMCOMP of $0.4 million as well as the $0.3 million of intangible asset amortization recorded in the
fourth quarter of 2003 for the acquisitions of ICI and Vitronics.

Operating income: Operating income for the year ended December 31, 2003 increased 139.7%, or $11.9
million, to $20.4 million as compared to $8.5 million for the year ended December 31, 2002. A major cause of
this increase in operating income was primarily the result of the $5.2 million non-cash stock compensation
expense that was recorded in March 2002, as discussed above. Without this.charge, operating income for the year
ended December 31, 2003 would have increased 48.6%, or $6.7 million as compared to 2002, primarily resulting
from the increased gross profit, partially offset by higher general and administrative expenses (excluding the non-
cash stock compensation expense) and intangible asset amortization. Excluding the stock compensation expense,
operating income as a percentage of reévenue decreased from 11.6% of revenue for the year ended December 31,
2002 to 10.8% for 2003.
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Net mreresz mcome (expense J: . Net mterest income for the year énded December 31, 2003, increased by
$0.5 mﬂhon to $0.3 million as compared to et interest expense of $0.2 million for the year ended December 31,
2002 We repard all outstanding debtin July 2002 with proceeds from our. 1n1t1a1 public offermg and invested the
balance of the proceeds Wthh has resulted in net interest mcome

Income tax expense " We did not record’ a provision for i income taxes for the periods prior to June 28, 2002
because’ we were an S:corporation for income tax purposes and, as a result, were not subject to federal or certain
~ state income taxes, On June 28, 2002, we changed from an S corporation to a C corporation under Internal
Revetive Servrce code As;a result of this change, we were requrred under SFAS No. 109 to establish deferred tax
balances As a result a'non-cash deferred tax benefit of $2.6 million and current and non-current deferred tax
assets; were: recorded in June 2002, primarily for timing differences between book and tax reporting associated
with accrued compensatlon items. During the third quarter of 2002, we began recording a provision for federal
and state 1ncome taxes. Accordingly, an income tax provrslon is included in the income statements for all periods
after June 28 2002: Since we have started paymg mcome taxes, our effecnve rate has remained relatively
unchanged at approxunately 40%.

Net income: Net income increased 62. 5% or approxrmately $4 8 rmlhon to $12.5 million for the year
ended December 31 2003 compared to $7.7 million for the year ended December 31, 2002. This inctease in net
- income was prrmanly the result of increased operating’ income. Excluding the $5.2 million non-cash stock
compensatron expense and the $2.6 million non-cash ‘deferred tax benefit recorded during the year ended
December 31 2002 and! assuming that a 40% rncome tax rate had been effective for the entire twelve months
ended December 31 2002, net income for the year ended December 31, 2003 would have mcreased 53.5%, or
$4.4 m11110n as compared to 2002. : Lo

quuldlty and Capltal Resources

Hrstoncally, our posrtlve cash flow. from operatxons and our avarlable credit- facrhty have provided us
'adequate hquldlty and workrng capital to fund our operatlonal needs and support our acqursmon activities.

Our cash and cash equlvalents balance was $31.0 million and $15.1 million on December 31, 2004 and
2003 respecuve]y Our working capital was $71.0 million and $32 5 million at December 31, 2004 and 2003,
respecnvely Our workmg capital increased - $38.5 mllhon in 2004 prrmarr]y as a result of the following
f]uctuatrons -

1‘ cia $15 9 mﬂhon increase in cash and cash equiva ents and

8 $27 3 mllhon increase in accounts receivable and costs and estimated earnings in excess of amounts
brlled resultmg from the significant increase in revenue in 2004 as well as the acquisition of CTI in the
thxrd quarter of 2004; partrally offset by

- an $85 mrl]ron increase in current liabilities prrmarrly resultrng from a $4.3 million increase in

‘ compensatlon and, related accruals due prlmarlly to the increased number of employees; a $2.9 million

- -increase in, ‘accounts payable from non-labor costs such as subcontract costs and direct materials,

resu]tmg from the: increased revenue in 2004 and a $1.3 million increase in other current liabilities for
acqursmon related retention payments due in 2005. ;

Our operatmg actrvmes provided cash of $5.2 nulhon for the year ended Decernber 31, 2004. The cash
provrded by operatlng activities was primarily composed of net income adjusted for $3.2 million of depreciation
and’ amomzanon expense and $16.2 million of cash used for workrng capltal purposes as discussed above.

Our operatrng actrvmes provided cash of $11.4 million for the year ended December 31, 2003 and $7.2
m11110n for! the yeaf ended December 31, 2002. The $4.2 million increase in cash provided by operating activities
in 2003 was prnnarlly a result of a $4. 8 mrlhon increase in net 1ncome offset by a $0.4 million net increase in
workmo caprtal requrrements

Our 1nvestmg act1v1t1es used cash of $49.0 million for the year ended December 31, 2004, as a result of
$47 2 rmlhon n payments made in connectron with acqulsmons ‘The $47 2 million includes the additional
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consideration of $1.1 million paid to the former shareholders of AMCOMP in April 2004, $1.2 million in earn
out and contingency payments made to former shareholders of ICI in 2004, and the purchase price and
acquisition related payments totaling $44.8 million paid in the third quarter of 2004 for the acquisition of CTL
We currently anticipate that capital expenditures for 2005 will range between $6.0 and $7.0 million and will be
primarily for additional facilities, software tools and computer equipment to support our growth.

Our investing activities used cash of $18.9 million for the year ended December 31, 2003 compared with
$8.1 million in the same period of 2002. The 2003 increase in cash used in investing activities was due primarily
to the additional consideration of $1.1 million paid to the former shareholders of AMCOMP in April 2003 and
the purchase price and acquisition related payments totaling $16.8 million paid in the fourth quarter of 2003 for
the acquisitions of ICI and Vitronics.

Our financing activities provided net cash of $59.8 million for the year ended December 31, 2004, primarily
from the net proceeds from the public offering of 2,250,000 shares of common stock that was completed in
February 2004, as well as the effect of common stock issuances related to stock option transactions.

_ During the year ended December 31, 2003, cash provided from financing activities was $0.6 million,

primarily due to net common stock issuances and surrenders related to stock option transactions. During the year
ended December 31, 2002, cash provided from financing activities was $22.7 million. The cash was primarily
provided by the net proceeds of our initial public offering of $43.8 million. We used a portion of these proceeds
to repay our total bank debt outstanding on July 3, 2002, reducing the amount outstanding under those
instruments from $14.1 million as of December 31, 2001 to zero. Prior to our initial public offering, we also
made $9.2 million of distributions to our then sole stockholder, offset by a $2.0 million capnal contribution from
our then sole stockholder.

In February 2004, we completed a public offering of 2,250,000 shares of common stock. Our net proceeds
from the sale of the shares, after the underwriting discount and other expenses, were $59.3 million. We used the
net proceeds from the offering (together with cash on hand and additional borrowings) for working capital and
general corporate purposes, as well as for the acquisition of complementary businesses.

Certain contingent payment obligations related to the acquisitions made since October 2002 require us to make
additional cash payments and issue additional shares of our common stock in 2005. See “Business—Acquisitions”
above.

In January 2005, we purchased all of the outstanding capital stock of OnBoard from its sole shareholder.
* The initial purchase price was $34.1 million paid from cash on hand at closing. In addition, OnBoard’s
shareholder may receive additional cash payments through 2007 if certain operating goals are achieved. It is
anticipated that the Company will realize income tax benefits with a net present value of approximately $7
million in future periods as the result of the OnBoard shareholder agreeing to a Sectxon 338(h)(10) election under
the Internal Revenue Code of 1986.

In February 2005, we purchased all of the outstanding capital stock of MTL The initial purchase price was
$70.0 million paid in cash at closing, of which approximately $2.0 million was from available cash on hand and
$68.0 million of which was borrowed under on our revolving credit facility. MTI shareholders may receive
additional cash payments of up to $5.0 million if certain operating goals are achieved in 2005. It is also
anticipated that the Company will realize income tax benefits with a net present value of approximately $12
million in future periods as the result of the MTI shareholders agreeing to a Section 338(h)(10) election under the
Internal Revenue Code of 1986.

During 2004, we had a $55.0 million revolving credit facility that could be increased to $80.0 million
subject to meeting certain requirements and obtaining our lenders’ approval. The credit agreement governing this
revolving ‘credit facility was initially scheduled to expire on December 31, 2005; however, in July 2004, we
amended the agreement to extend the term to December 31, 2006. The credit agreement can be extended for
additional one-year terms by mutual agreement with our lenders. In December 2004, we amended the credit
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agreement w1th the same four banks 1ncreasmg the borrowmg avarlabrhty to $85.0 mrllron as well as modrfyrng
certain. frnancral covenants :

Generally, the 1nterest rate we pay on borrowings range from the pnme rate less 25 basis points to prrme
rate p]us 25 basis pomts or. the London Interbank Offered Rate (LIBOR) plus 150 to 225 basis points, depending
on the ratro of our funded debt to earmngs before interest, taxes deprecranon and amortization (EBITDA).

Borrowmgs under our revolvrng credit facrhty are secured by a general lien on our consolidated assets. We -
are. also subject to certam restrictions and we are requrred to meet certain financial covenants. These covenants
'requrre that Jwey among other things, maintain' certain financial ratios-and minimum net worth levels. These
covenants also restrict -our activities regarding the incurrence of addrtronal indebtedness in excess of $60.0
millior other than the debt incurred- -under the revolvmg credrt facrlrty As of December 31, 2004 we were in
complrance~w1th these covenants D . .

As of" February 28 2005 we had $65.5 mrlhon outstandrng under our revo]vmg credit facility. Borrowings
under: the revolvrng credrt facrhty bear interest'at a rate of prime less 25 basis points. The Company is required to

pay 1nterest in March June September and December of each’ calendar year beginning in March 2005.
5. l‘ '

PR
Part of, our growth strategy is to pursue strategrc acqu1s1trons of businesses. We have made acquisitions in

the past and mtend to make acquisitions in the future. Historically, we have financed our acquisitions with the
proceeds ‘of lour! publrc common stock offermgs cash on:hand and shares of our common stock. We expect to
'fmance future acqursrtrons with cash generated by operatlons additional- sales or issuances of shares of our
common stock borrowmgs under our credit facility or a combmatron of the foregomg We w1]l take actions to

1ncrease the' ava11ab111ty under our credit facrlrty as needed to: support our future growth.

Management belreves that the cash generated by operatrons and amounts available under our credit facility,
will bg suffrcrent 10 fund our working capital requirements; debt service oblrgatrons purchase price commitments
for completed aoqursrtrons and capital expenditures for the next twelve months and ‘through December 2006 .
when our: revolvmg credrt facrhty expires. .. . g DR ‘

Lt

Our ablhty‘ 10 generate cash from operatrons depends to a srgmfrcant extent on winning new and re-
competed contracts and/or task orders from our customers in, competitive bidding processes. If a significant
portion of our government contracts were terminated or if our win rate on new or re-competed contracts and task
orders’ Were to dechne srgmflcantly, our operatrng cash ﬂow would decrease which would adversely affect our
quu1d1ty and caprtal resources. ‘ X

‘Off-Balance Sheet Arrangements

We do not partrcrpate in fransactions that generate relatlonshrps wrth unconsolidated entities or financial
partnershrps such as -special purpose entities (SPEs) or variable interest entities (VIEs), which would have been
establrshed for the purpose of facilitating off-balance sheet. arrangements or other limited purposes. As of
December 31_" 2004 we were not mvo]ved in any unconsohdated SPEs or VIEs.

o ‘1“‘
I i

'Contractual Obhgatrons

Followmg is, mformatron reoardmg our long term contractual oblrgatrons outstandmg at December 31, 2004:

Payment due by period
. . Less than 1-3 3-5 More than
Contractual Obligations ., “Total 1year = years years . 5 years
; SR T ' k - v ~(in thousands) :
Long TermDethblrgatrons i 8 — s - 8 — 8 — 8 —
S Caprtal Lease Obligations ... ... .. o — o — — —
R Operatmg Lease Obhgatrons ....... ... 13,035 0 2,809.. 3,951 3,309 2,966

Purchase‘Oblrgatrons . o L= —- = = =
$13,035 - $2,809° $3.951 $3309  $2,966
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Recent Accountmg Pronouncements

On December 16, 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123(R),
“Share-Based Payment”, which is a revision of SFAS No. 123 and supersedes APB Opinion No. 25. SFAS
No. 123(R) requires all share-based payments to employees, including grants of employee stock options, to be
valued at fair value on the date of grant and to be expensed over the applicable vesting period. Pro forma
disclosure of the income statement effects of share-based payments is no longer an alternative. SFAS No. 123(R)
is effective for all stock-based awards granted on or after July 1, 2005. In addition, companies must also
recognize compensation expense related to any awards that are not fully vested as of the effective date.
Compensation expense for the unvested awards will be measured based on the fair value of the awards previously
calculated in developing the pro forma disclosures in accordance with the provisions of SFAS No. 123. We are
currently assessing the impact of adopting SFAS 123(R) to our consolidated results of operations.

QUARTERLY RESULTS OF OPERATIONS

Our results of operations, ‘pardcularly our revenue, gross profit and cash flow, may vary significantly from quarter
to quarter depending on a number of factors, including the progress of contract performance, revenue earned on
contracts, the number of billable days in a quarter, the timing of customer orders or deliveries, changes in the scope of
contracts and billing of other direct and subcontract costs, timing of funding of task orders, the commencement and
completion of contracts we have been awarded and general economic conditions. Because a significant portion of our
expenses, such as personnel and facilities costs, are fixed in the short term, successful contract performance and
variation in the volume of activity, as well as in the number of contracts or task orders commenced or completed
during any quarter, may cause significant variations in operating results from quarter to quarter.

The federal government’s fiscal year ends September 30. If a federal budget for the next fiscal year has not
been approved by that date in each year, our customers may have to suspend engagements that we are working
on until a budget has been approved. Any suspensions may cause us to realize lower revenue in the fourth quarter
of the year, and possibly ensuing quarters of the following year. On October 28, 2004, President Bush signed the
National Defense Authorization Act for Fiscal Year 2005. In addition, a change in Presidential administrations,
* Congressional majorities or in other senior federal government officials may negatively affect the rate at which
the federal government purchases technology-and engineering services. The federal government’s fiscal year end
can also trigger increased purchase requests from customers for equipment and materials. Any increased
purchase requests we receive as a result of the federal government’s fiscal year end would serve to increase our
fourth quarter revenues, but will generally decrease profit margins for that quarter, as these activities typically are
not as profitable as our normal service offerings. Further, some of our subcontractors have calendar year ends
and sometimes submit large billings at the end of the calendar year that can cause a spike in our revenue and
expenses related to subcontracts. This will also generally decrease our profit margins as revenues generated by
billings from subcontractors generally have much lower margins than our revenues generated by direct work. As
a result of the above factors, period-to-period comparisons of our revenue and operating results may not be
meaningful. Potential investors should not rely on these comparisons as indicators of future performance as no
assurances can be given that quarterly results w111 not fluctuate, causmg a material adverse effect on our
operating results and financial condition.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Our exposure to market risk refates to changes in interest rates for borrowings under our revolving credit facility.
As a result of our initial public offering that was completed July 3, 2002, all of the borrowings under our revolving
credit facility were repaid. As of December 31, 2004, we did not have any outstanding borrowings under our revolving
credit facility. Primarily in connection with our acquisition of MTI, we borrowed funds under our revolving credit
facility subsequent to December 31, 2004, and had $65.5 million outstanding as of February 28, 2005.

‘We have invested a significant portion of our cash and cash equivalents in short-term, investment grade, interest-
bearing securities including guaranteed obligations of the United States and its agencies. A hypothetical 10% change in
interest rates on these securities would not have, and during the year ended December 31, 2004 and the preceding fiscal
year would not have had, a significant impact on future earnings or the fair market value of the securities.
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‘ MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
MTC Technologies, Inc.

We have audited the consolidated balance sheets of MTC Technologies, Inc. as of December 31, 2004 and
2003, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the two
years in the period ended December 31, 2004. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free.of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting. principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of MTC Technologies, Inc. at December 31, 2004 and 2003, and the consolidated
results of its operations and its cash flows for each of the two years in the period ended December 31, 2004, in
conformity with accounting principles generally accepted in the United States.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of MTC Technologies, Inc.’s internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated February 28, 2005
expressed an unqualified opinion thereon. :

/s/  Ernst & Young LLP

Dayton, Ohio
February 28, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To- the Board of Dlrectors
MTC Technologles ‘Inc;:

We have audlted the accompanymg consohdated statements of mcome stockholders equity and cash flows
of MTC Technolog1es Inc. and subsidiaries (the “Company”) -for the year ended December 31, 2002. These
consohdated‘ f1nanc1a1 statements are the responsibility of the Company s management. Our responsibility is to
express an oplmon on these consolidated fmanc1a1 statements based on our aud1t

s
W

We cohducted our aud1t in accordance with standards’ of the Public Company Accounting Oversight Board
- (United' States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consohdated financial statements are free of material misstatement. An audit includes examining, on
a test bas1s ev1dence supporting the amounts and disclosures in the consolidated financial statements. An audit
also mcludes assessmg the accounting prmc1p1es 'used and significant estimates made by management, as well as
evaluatm0 the overall fman01al statement presentatlon We beheve that our audlt provides a reasonable basis for
our opmlon :

In Qur opmxon such consolidated financial statements present fa1r1y, in all’ material respects, the
consohdated results; of operatlons and cash flows-of MTC Technologles Inc. and subsidiaries for the year ended
December 31 2002 m conforrmty with accountmg prmmples generally accepted in the United States of
Amertca ik X ‘

/s/ DELOI’I'TE & TOUCHE LLP
e iR

Dayton Oh10 i
February 19 2003 ,
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MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
2004 -2003

(dollar amounts in
thousands,
except share and per
share amounts)

CURRENT ASSETS:

"~ Cashand cash equivalents (Note A) ...t $ 31,015 $ 15,050
Restricted cash (NOte A) . .. .. i e e 871 —
Accounts receivable—net (Notes AandB) ............ ... ... . ... ... ... 72,541 46,004
Cost and estimated earnings in excess of billings

onuncompletedcontracts(NoteB)...‘............................‘ ...... 3,013 2,249
Work-in-process inventories (Note A) .......................... PO 4,344 2,488
Prepaid expenses and other current assets . ...t 2,913 1,957

Total CUTTENE ASSELS . .\ vt v vt ittt et et ettt e e 114,697 67,748
PROPERTY AND EQUIPMENT-—Net (Notes Aand C) ......... e 3,696 2,382
GOODWILL (Notes A, Jand K) ... ... . i 57,510 23,817
INTANGIBLE ASSETS, NET (Notes A, TandK) ................ ... .. .., 17,657 8,164
OTHER ASSETS (NOte A) .. ..o e e e e e 251 156
TOTAL ASSETS oo e $193,811 $102,267.
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES: :
Accountspayable . ......... ... . $21430 8 18,572
Restricted funds payable to the government (Note A) .............. .. ... ..... 871 —
Compensation and related items ........ .. .. .. . i 14,097 9,774
Amount due under earn-out agreement (Note I) ............. ... oo it 4,858 5,668
Billings in excess of costs and estimated earnings

onuncompleted contracts Note BY ........................... PP . 460 481

Other current liabilities . .............. S 2,013 714

Total current liabilities .. ... ... ... i e 43,729 35,209
LONG-TERM DEBT (Note D) .......... e P e — —

DEFERRED INCOME TAX LIABILITIES (Notes Aand M) ...................... 2,371 1,823
OTHER LONG-TERM LIABILITIES . ... ... i 550 —

COMMITMENTS AND CONTINGENT LIABILITIES (Notes D, E, T and N)

STOCKHOLDERS’ EQUITY:
Common stock, $0.001 par value, 50,000,000 shares authorized, 15,656,383 and
13,210,946 shares issued and outstanding at December 31, 2004, and 2003,

TESPECHIVELY, « o ottt e 16 13
Preferred stock, $0.001 par value, 5,000,000 shares authorized, none of which is
outstanding ............. .., R e — —
Paid-incapital . ... ... .. 118,013 53,751
Retained earnings ..................c..... TS 30,493 12,832
TIEASUIY SIOCK . . . o ettt e e e e e e e e e e (1,361)  (1,361)
Total stockholders’ equity . ... ... A 147,161 ' 65,235

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ....... FE $193,811 $102,267

See notes to consolidated financial statements.
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R : MTC TECHNOLOGIES INC AND SUBSIDIARIES
, CON SOLIDATED STATEMEN TS OF INCOME
i " ; o . ‘ - ‘ 4 Years ended December 31,
,y’\' T ( o ©. 2004 2003 2002
S T ‘ . (dollar amounts in thousands, except share
. I T 4 : ’ , Co and per share amounts)
Revenuew(Notes A and Hy ........ e P e $ 273,027 $ 188,707 $ 118,540
Cost of revenue (Notes A andH) ........... P . RPATUR 229,622 158,058 96,356
Grossproﬁt O T S SR S i e 43,405 30,649 22,184
a0 a0 ' : ' s E
General ‘and: adnumstrattve expenses ‘ Cno - .
Thtrd-party ....... b e Giveiieeen 11,814 9,015 - 7,285
-Related party; (Note H .. e 284 510 1,063
Stock compensatlon expense (Notes A and L) e o — — 5,215
Total general and administrative expenses. ... .. S e 12,098 9,525 13,563
Intang1ble asset amortlzatlon (Note Do o 2,508 742 119
Operatmg 1ncome ol _.f .......... e L - e © 128,799 20,382 8,502
Interest 1ncome (expense) v | S
‘ Interest 1ncome e e R R TI - 547 288 236
Interestexpense R P P T T — (396)
Net mterest 1ncome (expense) ..... ORI ' e Y Co 547 288 (160)
Income before income taxes ............. e 29,346 20,670 8,342
Income fax expense (Note M) ............. . Coeeen Caseeadee 11,685 8,181 656
Netmcomet U SOOI e $ 17661 12489 §  7.686
Basic and dlluted e‘arnings,fper comrnon share ......... G815 095 3 0.67
Wexghted average common shares outstandmg -
‘Basic Ce ; : . 15,300,608 13,083,578 11,405,351
Dxluted - 15,347,548 13,185,424 11,538,802




" MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Retained ‘ Due

Common Stock Paid-In Earnings From Treasury
Shares Amount Capital (Deficity  Stockholder  Stock Total

(dollar amounts in thousands)

BALANCE-—December 31,

2001 ... 9,887,482 $10 § 6,399 $(4,530) $(2,0000 § — $ (12D
Netincome .............. » 7,686 7,686
Stockholder contribution ... 2,000 2,000 .
Stockholder distributions . .. ' (6,405) (2,813) (9,218)
Net proceeds from initial v ‘ ‘

public offering offering .. = 2,875,000 3 43,832 43,835

Stock compensation expense

related to issuance of stoc .

options ............. . 5,215 5,215
Exercise of stock options . .. 145273 608 ‘ 608
Surrender of common stock

from stock option

transactions .. ..... e (17,518) ) 412) (412)
Other................... . 185 185
BALANCE—December 31, ‘ : | ‘
2002 ... 12,890,237 13 49,834 343 —_ (412) 49,778
Netincome .............. ' 12,489 12,439

Common stock issued in

connection with

acquisition activities . . ... 98,079 2,400 2,400
Exercise of stock options . .. 275,740 1,517 1,517
Surrender of common stock

from stock option

transactions ............ (53,110) L (949) (949)
BALANCE—December 31, ‘ S
2003 .. 13,210,946 13 53,751 12,832 — (1,361) 65,235

Netincome .............. 17,661 17,661
Common stock issued in '

connection with ) A '
acquisition activities . . ... 166,842 1 4,424 4425

Exercise of stock options . .. ' 28,595 542 542
Net proceeds from public ' '
offering . .............. 2,250,000 _2 59,296 59,298
BALANCE~—December 31, » ,
2004 ... L. 15,656,383  $16  $118,013 $30493: § — $(1,361) $147,161

See notes to consolidated financial statements.
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L MTC TECHNOLOGIES, INC. AND suBer‘IARIEs :
RS 'CONSOLIDATED STATEMENTS OF CASH FLOWS
- ‘ Years ended December 31,

- 2004 2003 2002
(doltar amounts in thousands)

CASH FLOWS FROM OPERATING ACT IVITIES ‘ SO
Net 1ncome R U AN PR e $17,661 $12,489 $ 7,686
Ad]ustments to,reconcrle net income to net cash provrded by operatmg ‘ 4
- actwmes ' : . » :

et Stock compensatron expense ......... e R .69 — 5215
‘ Deferred income tax benefit (11ab111ty) e DI SO 228 1,344  (1,268)
i'-l‘_Deprec1at10n and amortization . ... ... Lo R 3239 1,172 513
' Lo5$ On'sale of fiXed ASSELS L.ttt ST , 182 —_ =
CoOther Ll R S S T 10
Changes in operatmg agsets and hablhtres (net of acqu1s1tlons) - - : '
. Accounts recervable ......... A S P P ‘. e ih e (18,063) (7,259) (7,710)
h Costs and estrmated earmngs in‘excess of blllmgs on uncompleted j
: ""1 contracts AR S R S S - (764) (79) (1,653)
) Workmprocessmventones T N L PP (1,856)  (2,488) —
Prepald expenses ‘andiother assets . ... ...u... e e (138) (54) (710)
“Accounts payable’. .5 ... ... 1L e e 2,702 4359 5,970
: -";Compensatron and related 1tems e R [ l ...... 1,894 1,480 365
: \Blllmgs in'excess of costs and estrmated earmngs on uncomp]eted contracts @ 220 (795)
: .Other current hablhtres ...... PN L L e i PIT 34 208 (178)
Net cash provrded by operatmg actlvrtres S e ©5,167 11,392 7,245
CASH FLOWS FROM INVESTING ACTIVIT]ES ‘ 7 L
Proceeds from'sale of marketable equity secuntres e Ll PP — — 167
Payments for acquued busrnesses A P S e (47,192) (17,997) (7,343)
Purchase of. marketable equity securities R el T — — (10).
_'Proceeds from sale of property and equipment . RS S - 224 — —
Addmons to property and equipment ............. e R (2,051) (863)  (908)
R Net cash used in mvestmg act1v1t1es ....... . e e (49,019) (18,860) (8,094)
CASH FLOWS FROM FINANCING ACTIVITIES . :
Proceeds from mmal public offering . ... . . .. e el e . — — 43,835
Issuance of common'stock . . ... ... KA U PR 59817 1,517 - 609
Net repayments on.the revolvmg credit agreement e e e — — ° (9,075)
-Payments on long term'debt .......... P e e — —  (5,000)
Caprtal contnbutron R P e P = — 2,000
Repurchase of ¢ common stock ... ... e e N i e— (949) (412)
,Cash‘drstrrbutrons to stockholder . ......... e R ST o —  (9,218) -
' Net cash provrded by fmancmg activities .............. o e 59,817 568 22,739
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ....... 15,965 (6,900) 21,890
CASH AND CASH EQUIVALENTS:: ‘ :
Begmnmg of perlod,. e e e el TR 15,050 21,950 60
End ofperlod R PURIRRUSRESUR R e $ 31,015 $ 15,050 $21,950

.7 See notes to consolidated financial statements.




MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. SUMMARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

Operations—We provide sophisticated systems engineering, information technology, intelligence and
program management services, primarily to U.S. defense, intelligence and civilian federal government agencies.

Sales to the federal government represent substantially all of our revenue. Consequently, accounts
receivable balances consist primarily of amounts due from the federal government. In 2004, there were two
contract vehicles containing over 145 task orders, which accounted for approximately 35% of our total revenue.
In 2003 and 2002, these contracts accounted for approximately 46% and 37% of our total revenue, respectively.
While the contract vehicles represent a significant portion of our total revenues, we believe that the broad array
of engineering, technical and management services we provide to the federal government through various
contract vehicles allows for diversified business growth.

We operate as one segment, delivering a broad array of services primarily to the federal government in four
areas, which are offered separately or in combination across our customer base. These services are Systems
Engineering and Technical Services, Information Technology, Intelligence and Program Management. Although
we offer the services referred to above, revenue is internally reviewed by our management primarily on a
contract basis. Therefore, it would be impracticable to determine revenue by services offered. In addition, there
were no sales to any foreign customers.

Use of Estimates—The consolidated financial statements are prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) and include amounts based on
management’s best estimates and judgments. The use of estimates and judgments may affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the period. Actual
results could differ from those estimates. '

Principles ' of Consolidation—The consolidated financial statements include the accounts of -
MTC Technologies, Inc. and its subsidiaries. All intercompany transactions and balances have been eliminated.

Cash and Cash Equivalents—We consider all highly liquid investments with a maturity of three months or
less when purchased to be cash equivalents. For these investments, the carrying amount is a reasonable estimate
of fair value.

Restricted Cash and Restricted Funds Payable to the Government—Restricted cash and restricted funds
payable to the government of $871,000 at December 31, 2004, includes proceeds from sales of government
property that we conducted on behalf of a government customer. We collect the funds from these sales and
periodically pay them to the government over the course of the contract.

Accounts Receivable—Accounts receivable consist of amounts billed and currently due from customers,
and include unbilled costs and accrued profits primarily related to revenues on long-term contracts that have been
recognized for accounting purposes but not yet billed to customers. As such revenues are recognized, appropriate
amounts of customer advances, performance-based payments and progress payments are reflected as an offset to
‘the related accounts receivable balance.

Revenue Recognition—We recognize revenue under our government contracts when a contract has been
executed, the contract price is fixed and determinable, delivery of services or products has occurred, and
collection of the contract price is considered probable and can be reasonably estimated. Revenue is earned under’
time-and-materials, fixed-price and cost-plus contracts.

44




- ;%j"- L MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
NoTEs TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

We recogmze revenue on time-and- matenals contracts to the extenit-of billable rates times hours delivered,
plus expenses 1ncurred For fixed price contracts within. the scope of Statement of Position 81-1 , Accounting for
Performance of Construcnon Type and Certain Productzon Type Contracts (SOP 81-1), revenue is recognized
on the percentage of completion method using costs 1ncurred in relation to total estimated costs or upon delivery
of specrﬁc products or services, as appropriate. For fixed price- completron contracts that are not within the scope
of, SOP 81 1; revenue is generally recognized as earned accordmg to contract terms as the service is provided.
We will.; prov1de our customer with a number of different services that are generally documented through separate
negotiated task orders that detail the-services to be provided and the compensation for these services. Services
rendered under dach task order represent an 1ndependent earnmgs process and are not dependent on any other
servrce or product sold.: We recognize revenue on cost-plus contracts to the extent of allowable costs incurred
plus a proportlonate amount of the fee earned which may be fixed or:performance-based. We consider fixed fees
under cost- plus contracts‘to be earnéd in propomon 10 the allowable costs incurred in performance of the
contract, whrch generally corresponds to the’ tmnng of contractual brlllngs We record provisions for estimated
losses on uncompleted contracts in the perrod in'which we identify those losses. We consider performance-based
fees, including award fees under any contract type to be earned only when we can demonstrate satisfaction of a
specific, performance goal or we.receive contractual notification from a customer that the fee has been earned. In
all cases, we' recogmze revenue only when pervasive evidence of an arrangement exists (including when waiting
for formal fundmg authorrzatron under federal government contracts) services have been rendered the contract
pnce is' frxed or determmable and collectron is reasonably assured. ‘

Contract revenue recogmtton inherently involves estimation. From time to time, facts develop that require
us to. revrse ‘the: total estrmated costs or revenues expected. In most cases, these changes relate to changes in the
contractual scope of the work, and do not significantly impact t the expected profit rate on a contract. We record
the cumulatrve effects of any revisions to the esttmated total costs and revenues in the period in which the facts
become known e N

Our federal government contracts are subject to subsequent government audit of direct and indirect costs.
The. majonty of” such incurred cost audits have been completed through 2001. Our management does not-
antrcrpate any matenal ad]ustment to the consoltdated fmancral statements in subsequent periods for audits not
yet. completed ‘ ‘ .

U

Property and Equtpment—We record our property and equ1pment at cost. Depreciation and amortization of
propérty ‘and equrpment are provided using straight-line and accelerated methods over estimated useful lives. We
use estrmated useful hvjes of 3-7 years for equipment, 5 years for vehrcles 5-7 years for furniture and fixtures
and 5 15 years for leasehold 1mprovements

Other Assets-‘—-Other assets are primarily compnsed of secunty deposrts made to our lessors in conjunction
‘with- operatmg leases See Note E “Operating Leases™ for further information. The security deposit balance at
December 31 2004 and 2003 was $251,000 and $156, OOO respectrvely

Work-m-process Inventory—We began recordmg work-rn process mventory during the second quarter of
2003 because some of our task orders under the Flexible Acqursrtron and Sustainment Tool (FAST) contract have
reached the productlon dehvery stage. On these task orders we are now required to meet customer delivery
schedules as'part of our program management services. The mventory relates to costs accumulated under fixed-
price- type contracts ‘dccounted for under the completed contract method and certain output measures, such as
units delrvered of the percentage- of—completron method The work-i -in-process inventory is stated at the lower of
cost oF market and is computed on an average cost basis. ‘The work-in-process inventory balance at December 31,
2004 and 2003 has been reduced by $844,000 and $176, 000, respectrvely, in progress payments.
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Goodwill and Intangible Assets—Goodwill represents the excess of cost over the fair value of net tangible
and identifiable intangible assets of acquired companies. Purchase price allocated to intangible assets is
amortized using the straight-line method over the estimated terms of the contracts, which range from three to
eight years. We perform impairment reviews on an annual basis. We have elected to conduct our annual
impairment reviews as of the fourth quarter of each year. We base our assessment of possible impairment on the
discounted present value of the operatmg cash flows of our consolidated operating unit. See Note I, Goodwill and
Intanglble Assets.

Long-lived Assets—ILong-lived assets and certain intangibles are reviewed for impairment, based upon the
undiscounted expected future cash flows, whenever events or circumstances indicate that the carrying amount of
such assets may not be recoverable.

Fair Value of Financial Instruments—The carrying amount of our accounts receivable, accounts payable
‘and accrued expenses approximate their fair value. As of December 31, 2004, there was no bank debt
outstanding; however, our revolving credit agreement has a floating interest rate that varies with current indices
and, as such, the recorded value would approximate fair value.

Income Taxes—We calculate our income tax provision using the asset and liability method. Under the asset
and liability method, deferred income taxes are. recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts and the tax bases of existing assets and liabilities.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on deferred taxes
of a change in tax rates would be recognized in income in the period that includes the enactment date.

Earnings Per Common Share—Basic earnings per common share have been computed by dividing net
income available to common stockholders by the weighted average number of shares of common stock
outstanding during each period. Shares issued during the period and shares reacquired during the period are
weighted for the portion of the period that they were outstanding. The Wexghted average shares for the years
ended December 31, 2004, 2003 and 2002 are as follows:

Years ended December 31,

2004 2003 . 2002
Basic weighted average common shares outstanding .......... 15,300,608 13,083,578 11,405,351
Effect of potential exercise of stock options ............ e 43,980 84,070 133,451
Effect of contingently issued shares ....................... 2,960 17,776 —
Diluted weighted average common shares outstanding . ........ 15,347,548 13,185,424 11,538,802

Stock-Based Compensation—As permitted under SFAS No. 123, Accounting for Stock-Based
Compensation, we account for stock-based awards using the intrinsic value method prescribed in Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees. Compensation expense for
stock options granted to employees under the 2002 Equity and Performance Incentive Plan is recognized based
on the difference, if any, between the fair value of our stock and the exercise price of the option at the date of
grant. Compensation expense of $5.2 million was recognized on options that were granted to three key members
of our senior management in May 2002, to the extent that the estimated fair value of the options exceeded the
option price. The options granted fulfilled a stock compensation award that was made in March 2002.

Recent Accounting Pronouncements—On December 16, 2004, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 123(R), “Share-Based Payment”, which is a revision of SFAS No. 123 and
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supersedes APB Opmron No. 25. SFAS No.: 123(R) requtres all share based payments to employees, including
grants: of employee stock ‘options, to be Valued at fair value oon the date of grant, and to be expensed over the
apphcable vestmg per1od Pro- forma disclosure of the income: statement effects of share- based payments is no
longer an. altemauve SFAS No. 123(R) is effective for all stock-based awards granted on or after July 1, 2005. In
addmon compames must also recognize compensation expense related to- any awards that are not fully vested as of
the effectrve date: ‘Compensatlon expense for the unvested awards wrll be measured based on the fair value of the
awards prev1ously calculated in developing the pro forma disclosures in accordance with the provisions of SFAS

No 123 We are currently assessmg the 1mpact of adoptmg SFAS 123(R) to’ our consolidated results of operations.

,B ACCOUNTS RECEIVABLE AND CONTRACTS IN PROGRESS

Unbrlled recoverable costs and accrued ‘profit represents costs mcurred and estrmated fees earned on cost-
plus. fxxed fee and time-and-materials’ service contracts for whrch billings have not been presented to customers.
Unbrlled amounts ‘of approximately $0.6 million and $0.8 million at December 31, 2004 and 2003, respectively,
represent retamers on government contracts that are expected to be collected during the next fiscal year.

[ tl

December 31,
. 2004 . 2003
" (in thousands)

Federal govemment contracts ... .... e e $41,217 $32,735

i Commerc1al COMtractS: . .........ov... P U e 1,029 . 598
' _Related parties ............ e R A S = 288

Other SRR PR O S R SO SNSRI . 186 348

. L . . 42,432 33,969
. Unbrlled recoverable costs and accmed profit:

Federal ‘government contracts . ........ S RN ERODUI 29,814 -+ 11,862
Commercral CONMTACES v v v ts Deses e ST 633 151

Relatedpartres ..... S FER DU L 12 189
o S ' 72,891 46,171

(350):  (167)
$72,541 $46,004

Costs and  Billings in
Estimated ' Excess of
Earnings  Costs and
in Excess - Estimated
of Billings  Earnings

December 31 2004 (in thousands)

Costs and estimated earnings’. ... ... ... A ... $7095 $149%

Brllmgs ......... S P PP (4,082)  (1,956)

o S $3,013 $ (460)
‘-:December 31 2003 (m thousands) . _' ' S .

" Costs and estimated earnings FRRRRRR T $4,816 « $4,449

’ Brllmgs e S L T PR TP (2,567) (4,930)

$2249 § (481)
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Allowance for doubtful accounts (in thousands):

Balance at Charged Balance

Beginning Charged to  to Other at End

Year ended December 31, of Period  Operations Accounts Write-offs of Period
2004 L. S $321  $66  $—  $37  $350
2003 It si26 $63  $—  $22  $167
2002 ... 'S4  §11  $—  $120  $100

The 2004 “Balance at Beginning of Period” includes the balance at the date of acquisition for Command
Technologies, Inc. (CTD).

C. PROPERTY AND EQUIPMENT

December 31,
2004 2003
(in thousands)
BQUIpment . ... ... $5545 $4922
Furniture and fixtures ........ e e e e e 1,277 1,056
Leasehold improvements ......... ..., 488 409
Vehicles ... 1,122 713
8,432 7,100
Accumulated depreciation and amortization ....................... “4,736) (4,718)
Property and equipment, net ... . ... e $3,696 $2,382

Depreciation expense was $731,000, $430,000, and $395,000 for the years ended December 31, 2004, 2003
and 2002, respectively.

D. LONG-TERM DEBT

During 2004, we had a $55.0 million revolving credit facility that could be increased to $80.0 million
subject to meeting certain requirements and obtaining our lenders’ approval. The credit agreement governing this
revolving credit facility was initially scheduled to expire on December 31, 2005; however, in July 2004, we
amended the agreement to extend the term to December 31, 2006. The credit agreement can be extended for
additional one-year terms by mutual agreement with our lenders. In December 2004, we amended the credit
agreement with the same four banks, increasing the borrowing availability to $85.0 million, as well as modifying
certain financial covenants. As of December 31, 2004, we did not have any debt outstanding; however, we
borrowed under our revolving credit facility in the first two months of 2005. See Note O, “Subsequent Events”
footnote for further information.

The interest rate we pay on borrowings ranges from prime rate less 25 basis points to prime rate plus 25
basis points, or the London Interbank Offered Rate (LIBOR) rate plus 150 to 225 basis points, depending on the
ratio of our funded debt to earnings before interest, taxes, depreciation, and amortization (EBITDA). Borrowings
under our line of credit are secured by a general lien on our consolidated assets. In addition, we are subject to
certain restrictions, and we are required to meet certain financial covenants. These covenants require that we,
among other things, maintain certain financial ratios and minimum net worth levels. These covenants also restrict
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‘our actrvmes regardmg the incurrence of addmonal 1ndebtedness in excess of $60 0 mrlhon other than the debt

incurred’ under the revolvmg credit facr]rty As.of December 31, 2004 we were in compliance with these
covenants ‘,‘ :

E. OPERATING LEASES |
We lease certam admrnrstratrve facilities from related partres and -others (See Note H). Operatrng leases
requlre monthly payments and expire -at various dates through 2018. Addrtronally, renewal options for additional

terms of one:to frve years-are included in most agreements Total operating lease expense totaled approximately
$2 5 mrlhon,‘$2 3 mrlhon and $2.1 million for the years ended December 31 2004, 2003 and 2002, respectively.

i
)

Mrmmum annual rental payments under operatmg leases are as follows (in thousands):

‘ Year Endmg ot

i December 31, »
2005 S '$ 2,809
g 2006 .., © 2,129
b 2007 . e 1,822
i 2008 . 1,763
‘ 2009 .. 1,546
: e Thereafter . ........... 0o ooy 2,966
. ©$13,035

'F. SUPPLEMENTAL CASH FLOW INFORMATION )

Other cash flow 1nformat10n for: the years ended December 31 2004 2003 and 2002 is as follows (in
thousands) o : , )
o S December 31,

= L . ._ 2004 2003 2002
e Interest pard ............................ ol '. o8 — %8 — $ 39
‘ g Federal State’ ‘and local i income taxes paid . .. e - $11,409 $6,250 $2,294

- l_Amounts payable under earn-out agreements ....:.......... *$ 4858 $5,668 $1,100

. Acqulsrtlon prrce paid in shares of common stock ........... $4424 $2400 $ —

G. ‘P‘ROFIT sHARI'NG PLAN ‘,

We sponsor a. defmed contnbutron 401(k) profit sharing plan that covers all eligible full-time and part-time
employees An ehgrble employee may make pre-tax contributions to the plan of up to 15% of his or her
compensat1on We provide 50% matching funds for eligible participating employees, limited to the employee’s

pamcrpatlon ‘of up to 10% of earnings. Our’ contrrbutrons to the plan totaled approximately $2.4 million, $1.9
mrlhon and $1. S‘rnrlhon for the years December 31, 20044_2003 and 2002, respectively.
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RELATED PARTY TRANSACTIONS

We subcontract to, purchase services from, rent a portion of our facilities, and utilize aircraft from various

-entities that are controlled by Mr. Rajesh K. Soin, a significant stockholder and Chairman of the Board of
Directors. The following is a summary of transactions with related parties (in thousands):

Years ended
December 31,

2004 2003 2002

Included in genéral and administrative expenses:

Shared services paid to related parties (Soin International) ................... $— $ — $ 584

Shared services charged to related parties .......... ..ot — — (28)

Aircraft usage charges paid to Soin International . ............. ... .. 185 61 34

Rent paid to related parties . ..........oo i 46 449 473

‘ $231 § 510 $1,063

Other rent paid to related parties . ... P e $53 8§ 132 § 144
Sub-contracting services paid to related parties:

GTICINAIA ..ot e e $430 $ 492 § 482

Aerospace Integration Corporation (AIC) ~...... e $— $ — § 146

International Consultants, Inc. (ICT) ., ... T P $— $ 24 § —
Revenues from related parties:

Integrated Information Technology Company (IITC)® ...................... $3506 $1,463 $1,730

LCI L) o e $— $ 177 § 402

(D

€y

Amounts for subcontract services provided to ICI in 2003 and 2002 were prior to our acquisition of ICI as
discussed below in Note L.

Integrated Information Technology Corporation (IITC) was acquired by an unrelated party on May 28, 2004.
Only transactions with ITTC prior to May 28, 2004 are included in the related party transactions noted above.

Prior to March 31, 2002, we received administrative ’services from Soin International, LLC, which is wholly

owned by an entity related to Mr. Soin. The charges for these services generally reflected the marginal cost of the
service provided, plus a pro-rata share of the associated fixed costs. In addition, we lease one facility, and utilize
aircraft owned, or partially owned, by entities related to Mr. Soin.

In 2002, 2003, and 2004, we made the following purchases from a related party:

* In June 2002, we purchased, at fair value of approximately $431,000, a 90% ownership interest in an
" airplane owned by Soin Aviation, LLC;

¢ In March 2003, we purchased, at fair value of approximately $42,000, a 10% ownership interest in an
airplane owned by Soin Aviation, LLC; and

» In June 2004, we purchased, at fair value of appfoximately $150,000, a 10% ownership interest in an
airplane owned by Soin Aviation, LLC. ‘

During the second quarter of 2004, we sold our 10% interest in one aircraft and our 90% interest in a second

aircraft, which we jointly owned with Soin Aviation, to an unrelated party and recognized a net loss of

50




approx1mately $182 000 Also durmg the second quarter of 2004 we sold to Soin Aviation a 10% interest in an
aircraft, we purchased from an unrelated party. The exchange of the aifcraft was made in order to increase

operatmg eff101ency and to enhance the avarlabﬂtty of the a1rcraft
I

We have also entered into a shanno arrangement W1th Som Avratton LLC under which we are respon51ble
fora pro rata share of the fixed and margmal costs assocrated with aircraft owned by us and Soin Aviation, LLC.

We beheve that our subcontractmg, lease, and other: agreements with each of the related parties identified
above reflect prevarhng market conditions at: the time they were entered into and contain substantially similar
terms to’ those that nnght be: neoonated by independent parnes on an arm’s- length basis.

At December 31 2004 and 2003 amounts due from related parttes were approximately $0 and $259,000,
respect1vely At December 31, 2004 and 2003, there were amounts payable to related parties: of approxrmately
-$101. OOOvand‘$180 OOO respecttvely ' . .

b

I ACQUISITIONS
AMCOMP Corporatton :

~On October 18 2002, we acquired all of the outstandmg cap1tal stock of AMCOMP Corporation
(AMCOMP) fromt AMCOMP’s shareholders.” AMCOMP  is a technology company providing engineering
services, pnmartly in the’ area of Space Systems, Global Posmomng Systems (GPS) Engineering and Information
Technology, to the Department of Defense, and other govemment agencies.

»

We have pa1d approxrmately $9 7 m11110n to purchase all of the - capttal stock of AMCOMP and pay -
acqu1s1t10n and other related costs. The initial purchase pnce was $7.3 million. In both April 2003 and 2004, we
paid addtttonal consrderanon of .$1.1 million to the formei- shareholders of AMCOMP as a result of the
achlevement of certam performance goals in- 2002 and 2003. under an’ earn-out provision in the stock purchase
agreement and also pard an additional $0.1 million in tax payments ‘We accrued an additional $1.1 million of
cons1derat10n in December 2004 for the achievement of certain performance goals under the 2004 earn-out
provrsmn 1n the stock purchase agreement. We' have recotded this earn- -out payment as an increase in goodwill
and as an amount due under earn-out agreement on our December 31 2004 balance sheet We expect to make

SR

‘tf‘tuJ ' vt

The 1n1t1al purchase price for the AMCOMP acqursmon was allocated as follows (in thousands)

! I‘i'fAccounts recetvable and other current assets. . BRI e D $1,094
1 Other aSsets & e T 14
" Intangiblé assets—Purchase price allocated to contracts and non- compete agreement ... 3,025

Property and eqmpment ........... e S T 3

LGoodWll el A URR 5471
’ t‘ Currenthabtlmes ..... PN e ..... (2,264)

Net assets acqutred s R ..... ; Cerhei N R 1$ 7,343

L
Goodwr]l recognlzed under the agreement is deductlble for income tax purposes

‘ The Value of, the customer contract and non- compete covenant 1ntang1b]e assets was based on an
: 1ndependent appratsal The customer contract 1ntang1ble asset-is being amort1zed over 6.5 years, the estimated
remammg life ofithe contracts including renewals, and. thé non- compete covenant intangible asset was being
amorttzed over 2 years the life of the aoreement ‘ .

LA , “{ - : JaE ,
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The acquisition was consistent with our growth strategy to acquire complementary businesses to reach new
customers and increase our technical footprint. This acquisition is enabling us to expand efforts in U.S. Air Force
Space Systems activities, and provided us access to new markets including GPS test, integration, and engineering
as well as adding the Space and Missile Command as a new customer. AMCOMP has key operating locations in
Los Angeles, California, Alamogordo, New Mexico and Colorado Springs, Colorado.

The revenue of AMCOMP reflec_ted in our 2004 and 2003 consolidated statement of income was
approximately $15.4 million and $13.8 million, respectively. ‘

Pro Forma Information (unaudited)—Pro forma results of operations, as if the acquisition of AMCOMP
occurred as of January 1, 2002, are presented below (amounts in, thousands except per share data). These pro
forma results may not be indicative of the actual results that would have occurred under our ownership and
management and should not be taken as representative of our future results of operations.

002

RevenUE ... $128,419

NELINCOME & .\ttt ettt et ettt et e ... $ 8,626
Earnings per common share:

Basic ............. ...l e $ 076

Diluted ... ..o $ 075

Pro forma adjustments to 2002 net income and earnings per common share include:

* Pro forma adjustment to give effect to a full year of amortization of intangibles recorded as a result of
the acquisition, which would have resulted in $356,000 of additional amortization expense in 2002.

*  Pro forma adjustment to reflect income taxes as if both MTC and AMCOMP had been C corporations
for the periods presented, at an estimated combined effective income tax rate of 40%. The pro forma
income tax expense for 2002 was $688,000.

* Pro forma adjustment to reflect the elimination of interest income earned from July 2002 through
September 2002 on the $7.3 million of funds from our initial public offering that were used to
consummate the acquisition. The interest rate is estimated at 2% per annum based on the applicable
interest rate being earned on the invested cash as of the date of the acquisition. The pro forma
adjustment to 2002 reduced interest income by $37,000. '

International Consultants, Inc.

On October 1, 2003, we signed a stock purchase agreement and acquired International Consultants, Inc.
(ICI) from ICI’s shareholders. Essentially all of ICI’s work is in the defense industry where its main focus has
been to support the U.S. Army. ICI specializes in program management, information technology and logistics
services and operations. ’

The initial purchase price for all of the outstanding capital stock of ICI was $10.2 million, which was paid
with $2.4 million .in our common stock, $7.5 million in repayment of ICI debt at the closing (of which
approximately $3.0 million arose in connection with payments to ICI's sharcholders) and $0.3 million for related
acquisition costs, all of which was immediately paid with cash on hand. During 2004, we paid additional
consideration of $5.7 million, which consisted of shares of our common stock with a value of $4.5 million and
$1.2 million in cash, to the former shareholders of ICI as the result of the achievement of certain performance
goals. We accrued an additional $3.0 million of consideration in December 2004 for the achievement of certain
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performance goals under an earn-out provision in “the stock purchase agreement We have recorded this earn-out
payment as'an 1ncrease in’goodwill and as an’amount due: under earn- out agreement on our December 31, 2004
balance sheet The' total acquisition price 1nclud1ng earn-out payments totaled approximately $18.9 million.
Shares . of our common stock issued in connection with our acqursltron of ICT were issued pursuant to an
: exemptron from the regrstrauon requirements of the Securrtres Act of 1933 provrded by ¢ Section 4(2) thereof.

ICI s selhng shareholders are famt]y members of Mr Ra]esh K. Sorn, a srgmfrcant stockholder and our
Charrman of the Board of Directors. As a result, Mr. Som was not involved. in the negotiation of the acquisition,
of ICI The d1rectors other than Mr. Soin elected a specral committee of independent, non-management directors
who evaluated and approved the acquisition of ICI, after engaging separate legal counsel to represent and advise
them and engagmg Raymond James & Assocrates Inc asa fmancra] advisor.

The 1mtra1 purchase pnce for the ICI acqursrtton was, al]ocated as follows (in thousands):

Accounts recervable and other current assets TR R $ 8.274

Otherassetsﬂ‘.‘. ......... e e 274
Intangrble assets—Purchase price allocated 10 CONMTACES . . . s oe e 3,500
Property and equrpment e e e C 143
S GoodWill. L PRI P S - 10,642
Currenthabrhtres T A " (6,644)
Non current deférred tax lability . .......... P - (1,415)
Amounts due under earn-out liabilities ... ... e P (4,568)

‘t

Net assets acqurred ....... T, . ........... P ... $10,206

The customer contract intangible asset value of $3.5. million was based on an independent appraisal, and is
» bemg amortrzed over an estimated useful life of 4.75 years
' Thrs acqursrtron represented a significant step in our, on-going strategy to acquire comp]ementary businesses
to reach; new customers and increase our technical footprlnt This acquisition is enabling us to expand our support
to the U.S.;Army and prov1de access to new markets, such as the Army Forces Command (FORSCOM) and the
‘Tank- Automotlve and Armaments Command (TACOM) ICT has key operatmo locations in Atlanta, Georgia and
Warren Mrchrgan , :
The revenue of ICI reflected in our 2004 and 2003 consohdated statements of income was approximately
$34. 7 mlllron and $7 7 mrllton respectrve]y ' ‘

Pro F orma Informatwn ( unaudzted)—Pro forma results of operatrons as if the acquisition of ICI occurred
as of January 31, 2002 is presented below (amount in thousands except per share data). These pro forma results
may not be’ mdrcatrve of the actual results that would have occurred under our ownership and management and
should not be taken as representatrve of our future results of operatrons

R L . 2003 2002
. Revenue ... loooiiil SRR e SO $207,096 $137,506
" Netincome ~.......... e U illiooo.o. $12266 8 8,181
. Earnmgs per common share: - Lo

S BasIc U e e $ 093 § 071

Drluted...‘ .......... e T $ 093 8 070




MTC TECHN OLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Pro forma adjustments to 2003 and 2002 net income and earnings per common share include:

* Pro forma adjustment to give effect to a full year of amortization of intangibles recorded as a result of
the acquisition, which would have resulted in $553,000 and $737,000, respectively, of additional
amortization expense in 2003 and 2002.

¢ Pro forma adjustment to reflect the elimination of interest income earned from July 2002 through
September 2003 on the $7.8 million of funds from our initial public offering that were used to
consummate the acquisition. The interest rate is estimated at 1.5% per annum based on the applicable
interest rate being earned on the invested cash as of the date of the acquisition. The pro forma
adjustment to 2003 and 2002 reduced interest income by approximately $88,000 and $56,000.

¢ Pro forma adjustment to reflect income taxes as if both MTC Technologies, Inc. and ICI had been
C corporations for the periods presented, at an estimated combined effective income tax rate of
approximately 40%. The pro forma income tax expense for 2003 and 2002 was $8,042,000 and
$1,046,000, respectively.

Vitronics Inc.

On October 24, 2003, we announced that we signed a stock purchase agreement to acquire Vitronics Inc.
~ (Vitronics), effective October 24, 2003, from Vitronics’ shareholders. All of Vitronics’ work is in the defense
industry where its main focus has been to support the U.S. Army. Vitronics specializes in research and
development, systems engineering, information technology, software development, and system integration services.

The initial purchase price for all of the outstanding capital stock of Vitronics and related acquisition costs
was approximately $9.0 million, which was paid from cash on hand at closing on October 31, 2003. We accrued
an additional $0.8 million of consideration in December 2004 for the achievement of certain performance goals
under an earn-out provision in the stock purchase agreement, which will be paid in 2005. Including the earn-out,
the total purchase price of Vitronics was approximately $9.7 million.

The initial purchase price for the Vitronics acquisition was allocated as follows (in thousands):

Accounts receivable and other current assets ......... e $ 3,096
Other assets . .. ..o 10
Intangible assets—Purchase price allocated tocontracts . ..................... 2,500
Property and equipment .......... . ... i 153
Goodwill ...... ... ... i e e 4,919
Current liabilities ... .. .. o (1,702)
Long-term liabilities ....... e e (12)
Net assets acquired .............. I . e $ 8,964

Goodwill recognized under the agreement is deductible for income tax purposes.

The customer contract intangible asset value of $2.5 million was based on an independent appraisal, and is
being amortized over an estimated useful life of 5 years.

The acquisition was another step in our on-going strategy to acquire complimentary businesses to reach new
customers and increase our technical footprint,.enabling us to expand our support to the U.S. Army and, in
particular, to the Army’s Communications Electronics Command (CECOM) and the Defense Advanced Research
Projects Agency (DARPA). Vitronics key operating location is in Fort Monmouth, New Jersey.

The revenue of Vitronics included in our 2004 and 2003 consolidated statements of income was $18.1
million and $2.8 million, respectively. ' :
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Command Technologles, Inc

On July 1 2004 we acqurred all of the outstandmg caprtal stock of Command Technologres Inc. (CTD)
from. CTI 8 shareholders CTD’s customer base consists primarily of the Department of Defense and national
securrty agencres ‘and "CTI specializes in professronal and technical  services, information technology, and
technology apphcatrons to training, simulation, -and modelmg The' mma] purchase price was $45.0 million,
whxch was pa1d from cash on hand at closing. The purchase price was reduced by $0.7 million in December 2004
asa result Of the release funds to us from escrow. An additional $4.5 million of the initial purchase price is being
heldin escrow untll December 2005 to satisfy any general mdemmfrcatron obligations under the stock purchase

IR
, i

The mrtral purchase pnce of the CTI acqulsrtron was: al]ocated as follows (in thousands)

o Cash and’ equrvalents ..... F R . U $ 690
‘v"-j“"Accounts recervable net ...l e R . 9,095
* | Prepaids and other curfent assets . ........ .. P S e 503
R Intangible assets—Purchase ptice allocated tocontracts . .. ...t ... oL e, 12,000
; p Property and equipment ............ .. I B 449
w}f’”Otherassets‘.‘.;,......-».,..r..:..‘...‘._..:‘.:."..,- .......... e .13
‘l”f.yGoodwrll,...‘.;...,:...v..‘._......‘, ......... FR Moo 27,601

The customer contract 1ntang1ble asset value of $12 0 million was based on an independent appraisal: The
customer contract 1ntang1ble asset is being amortized over 7.5 years, the estimated remaining life of the contracts
1ncludmg renewals ' : '

The acqursrhon is consrstent w1th our growth strategles to, acqurre complementary businesses to reach new
custorriers and i mcrease our techmcal footprint. CTI, headquartered in, Warrenton, Virginia, with major facilities
" in Florida, Texas vand- Colorado, augments MTC’s thrust to expand its role in support of the U.S. intelligence
communmes CTI bnngs a wealth of in-depth knowledoe and experience in assisting the military and intelligence
commumues build: and mamtarn the Natron ] defenses The acqursrtlon also supports the expansion efforts of our
N atronal Securrty Group :

t T he revenue of CTI reflected in our consohdated statement of income for year ended December 31, 2004

was, $19 1 mlllton o :
Pro Forma Informatzon ( unaudtted)—Pro forma results of operatrons as if the acquisition of CTI occurred
as of the January 1,'2003 is presented below (amounts .in thousands except per share date). These pro forma
results rnay not be, 1nd1cat1ve of the actual results that would have occurred sunder our ownership and management
and shouldtnot be taken as representatrve of our future results of Operatrons
] : . . 0
5 2004 2003

$292,218 $237,696
$ 18,137 $ 13,299

'$ 119 $ 1.02
$- 118 $ 1.01
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Pro forma adjustments to 2004 and 2003 net income and earnings per common share include:

Pro forma adjustment to give effect to the amortization of the intangible asset recorded as a result of the
acquisition, which would have resulted in $800,000 and $1, 600 000 of additional amortization expense
in 2004 and 2003, respectively. ‘

Pro forma adjustment to reflect income taxes as if CTI had been a C corporation for the periods
presented, at an estimated combined effective income tax rate of 40%. The pro forma income tax
expense for 2004 and 2003 was $317,000 and $540,000, respectively.

Pro forma adjustment to reflect the elimination of CTI interest expense, reduce interest income on the
$22.0 million of cash and cash equivalents available on January 1, 2003 to fund the acquisition of CTI,
as well as reflect interest expense on the approximate $23.0 million in debt that would have been used in
addition to available cash to consummate the acquisition on January 1, 2003. The pro forma adjustment
to 2004 and 2003 resulted in a net reduction of interest expense of $18, OOO for 2004 and net increase in
interest expense of $935,000 in 2003.

Pro forma adjustment to give effect to the elimination of 2004 expense related to former
CTI shareholders for certain bonus and fringe benefits payments as well as legal and income taxes that
became payable on the sale of CTI. The pro forma reduction in general and administrative expenses was
$2,462,000 for 2004.

J. GOODWILL AND INTANGIBLE ASSETS

Effective January 1, 2002, we adopted SFAS No. 142, Goodwill and Other Intangible Assets. SFAS 142
requires, among other things, the discontinuance of goodwill amortization. In addition, SFAS 142 requires us to
perform a transitional goodwill impairment test within six months from the date of adoption. In accordance with
the standard, the Company completed the transitional impairment test in the second quarter of 2002 and
determined that no impairment charge was required. Under SFAS 142, goodwﬂl is to be reviewed at least
 annually thereafter for impairment; we elected to perform impairment tests in the fourth quarter of each calendar
year. We determined that no impairment’ charges were required in 2004 and 2003. We based our assessment of
possible impairment on the discounted present value of the operating cash flows of our consolidated reporting

unit.

The components of other intangibles at December 31, 2004 and 2003 are as follows (in thousands):

Year Ending
December 31,

2004 2003 -

Purchase price allocated to customer contracts . .. .....ooovien .. s $21,000 $9,000
Non-compete Covenants ...............cviiiiiiinininenn... 25 25

21,025 9,025
Accumulated amortization .. ... e (3,368) (861)

© $17,657 $8,164

Aggregate amortization expense for intangible assets for the years ended December 31, 2004, 2003, and
2002 were $2,508,000, $742,000, and $119,000, respectively. Purchased contracts are amortized on a straight-
line basis over a weighed average amortization period of 6.6 years.
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Estrmated annual mtangrble amortrzatron expense for the next 5 years (in thousands):

¢ " Year Endmg ’
December 31

. $3,298
3,298
3,208
2,847

The changes in the carryrng amount of goodwrll for the ‘years ended December 31, 2003 and 2004 are as
- follows (rn thousands) \ |

';:‘;‘Balance as: of December 31,2003 ... ... S T S $23,817

f’f‘-Addltlonal AMCOMP goodwill from 2004 carm-out . . . ... .. e 1,100
-~ 'Additional ICI goodwill from 2004 earn-out . ... .. .. e Lo 4681
o Additional Vitronics goodwill from 2004 earn-out . . . .. e 772
-:‘ Goodwrll arising from the CTI acquisition ......... . A D P . 27,140

: Balance as ofDecember 31, 2004 e L T ... $57510

K. STOCKHOLDERS’ EQUITY © S

In Apnl 2002 MTC Technologres Inc. was 1ncorporated in Delaware to hold all of the eaprtal stock of our
pnncrpal subsrdrary, Modem Technologies Corp, an Ohio corporation that was founded in 1984 and whose name
was changed ‘ni 2003 to MTC Technologies, Inc. On May 3, 2002, Mr. Soin contributed all of the issued and
outstandrng shares of Modern Technologies Corp. to the ‘Company in exchange for 9,887,482 shares (post stock
split -as drscussed below) of MTC Technologres Inc., resultrng in Mr. Soin owning all of the shares of the
Company : T

On June ll 2002 .our Drrectors authorized and declared a2, 471.8707- for-1 stock split effected in the form of
a drvrdend of 2, 470 8707 shares of the common stock, par value of $0.001 per share for each one share of common
stock. All shares and per share amounts in these consolidated financial statements have been adjusted to reflect this
stock: spht Our directors also increased the number of authorized shares of $0.001 par value common stock to 50
mrlhon and authonzed 5 million shares of $0.001 par value preferred stock of which none is outstanding.

On July 3, 2002 we successfully completed our rmtral publrc offermg of common stock and received net
proceeds. of approxrmately $43.8 million from the offering; after deducting our portion of estimated expenses and
the underwriting drscount The proceeds wete used to pay off approxrmately $21.0 million of principal and accrued
interest outstandmg under our term loan and revolving credit facility, with the balance invested in short-term

v mvestment grade 1nterest beanng sécurities and guaranteed obhganons of the United States and its agencies.

“In February 2004 we successfully completed a pubhc offerrng of 2,250,000 pnmary and 1,500,000
secondary shares respectrvely, of our common stock and received net proceeds of approximately $59.3 million.
The primary shares were 1ssued by the Company and the secondary shares were sold by the selling stockholder.
The Cornpany did not receive any proceeds from the sale of the shares by the selhng stockholder.

We have used the net proceeds from the offenng (together with cash on hand and additional borrowings) for
workmg caprtal ‘and oeneral corporate purposes, 1nclud1ng all or a portion’ 6f the costs of any complernentary
busmesses we have acqu1red or may selectrvely decide to acqurre in the future ‘

57




MTC TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

During 2004, we issued 166,842 shares of our common stock, with a value of approximately $4.5 million, in
connection with ‘the acquisition of ICL. See Note I. Acquisitions.

L. STOCK-BASED COMPENSATION PLANS

In March 2002, Mr. Soin, our sole stockholder prior to our initial public offering, made a binding
commitment to award approximately $5.2 million in stock-based compensation to three key members of our
senior management, Michael Solley, our then-President and Chief Executive Officer, David Gutridge, our then-
Chief Financial Officer, and Benjamin Crane, our then-Chief Operating Officer, to reward the executives for
their major contributions to our past profitability, growth and financial strength. The award in March was to be
settled either by delivery to the recipients of a fixed number of fully vested shares or of a number of fully vested
options with an intrinsic value of approximately $5.2 million (the difference between the exercise price and the
estimated fair value of the shares of $16.75 per share). We recorded the $5.2 million expense associated with this
stock compensation award in March 2002. ’ :

In April 2002, to achieve certain tax benefits for the executives, Mr. Soin decided to issue stock options to
satisfy the $5.2 million stock compensation award. Stock option agreements to purchase 415,273 shares of our
common stock at $4.19 per share were entered into with the executives. These options were formalized on
May 3, 2002, when stock option agreements were signed by the grantees, which established the measurement
date. The options were immediately exercisable after that date. Mr. Solley was awarded an option to purchase up
to 346,061 shares. Messrs. Gutridge and Crane each were awarded options to purchase up to 34,606 shares.
These options were 1o expire ten years from their date of grant. As of December 31, 2003, all 415,273 of these
options were exerc1sed

In May 2002, our board of directors adopted our 2002 Equity and Performance Incentive Plan with the
approval of Mr. Soin. In April 2003, the 2002 Equity and Performance Incentive Plan was approved by our
stockholders at our Annual Meeting. The 2002 Equity and Performance Incentive Plan provides for the grant of
incentive stock options and nonqualified stock options and the grant or sale of restricted shares of common stock
to our directors, key employees-and consultants. The board may provide for the payment of dividend equivalents,
on a current or deferred or contingent basis, on the options granted under the plan. The board may also authorize
* participants in the plan to defer receipt of their common stock upon exercise of their stock options and may
further provide that such deferred issuances include the payment of dividend equivalents or interest on the
deferred amounts. The board may condition the grant of any award under the plan on a participant’s surrender or
deferral of his or her right to receive a cash bonus or other compensation payable by us. The board can delegate
its authority under the plan to any committee of the board.

Shares Reserved; Plan Limits. We have reserved a total of 474,599 shares of our common stock for
issuance under the 2002 Equity and Performance Incentive Plan, subject to adjustment in the event of forfeitures,
transfers of common stock to us in payment of the exercise price or withholding amounts or changes in our
capital structure. The number of shares that may be issued upon the exercise of incentive stock options or
issuance of restricted stock or restricted share units will not exceed 474,599 shares. No participant may be
granted options for more than 24,718 shares during any calendar year, and no non-employee director will be
granted awards under the plan for more than 24,718 shares during any fiscal year. The number of shares issued as
restricted shares will not exceed 74,156 common shares. As of December 31, 2004 and.2003, 251,387 and
165,160 options and restricted share units were awarded under this plan, respectively.

Stock options will be exercisable from time to time prior to the tenth anniversary of the date of grant to the
extent of: (i) thirty three and one-third percent (33 ¥3%) of the optioned shares on the date of grant; and (ii) an
additional thirty three and one-third percent (33 ¥3%) of the optioned shares on the first and second anniversaries
of the date of grant. '
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The fo]lowmg table summanzes act1v1ty in our stock based compensatron plans for the years ended
December 31 2004 2003 :and 2002: . o

2004 0 2003 2002

" Weighted Weighted . Weighted

< Average..- . . Average Average

-+ Exercise - Exercise Exercise
Shares-~  Price . Shares Price Shares Price
148,920 ~$19.18 ' 344720 $ 696 = — $—

72,780 2673 1 90440 2076 489,993  6.14
(28,595)  18.14 ' (275,740) 449 (145273) 4.19

Granted
Exercrsed

Forfeited . .01, b, (10,668) 2479 - (10,500) 17.34 — —
Outstandrng at end ofyear ......... ...... o 182,437 $22.03 o 148920 $19.18 344,720 $6.96
: Exercrsable‘a_t end ofyear DU SO .. 116,51.6j : 73,507 | 270,000

‘ The followmg table summanzes certam 1nformauon for optrons currently outstandmg and exercisable at
December 31 2004

Options outstanding K Options exercisable

L
) " Average - Weighted Weighted
Remaining - Average Average
. Contractual’ Exercise =~ Number Exercise
Shares ‘Life * Price Exercisable Price

87,156 7.8 years  $17.18 74,201  $17.13
95281 9.1years $2646 42315  $26.35

Lo182437 o 116,516

Pro F orma Dlsclosures

As pernutted under SFAS No. 123 Accoummg for Sz‘ock Based Compensatzon we account for stock based
awards ‘using the ‘intrinsic value method prescribed in”APB Opinion No. 25, Accounting for Stock Issued to
Employees Compensatlon expense for stock options to employees under the 2002 Equity and Performance
Incentive Plan is. recogmzed based on the difference, if any, between the faur value of our stock and the exercise
pnce of the opnon at ‘the date of grant. Compensation expense. of $s. 2 million was recognized on options that
were' granted to three key members of our senior management in May 2002, to the extent that the estimated fair
value of: the optrons ‘exceeded the option price. Had compensation costs been determined based on the fair value
of the optlons on. the grant dates consistent with the methodology prescnbed by SFAS No. 123, our net income
and earmngs per share would have been reduced to the pro forma amounts indicated below. Because future stock
option ‘awards may be ‘granted and because- it is unlikely. that actual events will ever exactly match the
assumptlons used in makmg these calculanons the pro forma 1mpacts shown below are not necessanly indicative
of the 1mpact 1n future years.

Years ended December 31,

‘ e ‘ ‘ ‘ ‘ 2004 2003 2002
e S NE E EI ' .' (in thousands, except for per
D ‘ N ' :  sharedata)
Net 1ncome,. T T aleeeil As reported $17,661 $12,489 $7,686
SR IR B o , . o ' Proforma  $17,149 $12,083 $7,379
- ]?iluted{eamings ‘per common share . ...c....... 0., Asreported $ 1.15 $ 095 $ 0.67

R -, . Proforma $ 112 $ 092 $ 064
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The fair value of the options granted (which is amortized over the option vesting period in determining the

pro forma impact), is estimated on the date of grant using the Black-Scholes multiple option-pricing model with
the following weighted average assumptions:

Year Ended December 31,

2004 2003 2002
Expected lifeof options ......... ... .. .. ... .. . ... Syears Syears 3 years
Risk-free interestrate .............c..ciiiiiiiieenn... 35% 35% 4.03%
Expected volatility of stock ......... ... ... .. ... ... ... 489% 444% 43.0%
Expected dividend yield .......... ... .. ... .. ... ... 0.0% 0.0% 0.0%

The fair value of options outstanding at December 31, 2004 was $1.8 million. For purposes of determining
the pro forma amounts presented in that section, the weighted-average per-share fair value of stock options
granted during 2004, 2003, and 2002 was $12.84, $9.27, and $12.23 respectively.

M. INCOME TAXES

On June 28, 2002, we changed our S corporation status to C corporation status under Internal Revenue
Service code. As a result of this change, we were required under SFAS No. 109, Accounting for Income Taxes, to
establish deferred tax balances. In June 2002, we recognized a deferred income tax benefit of $2.6 million on our
income statement and a current deferred income tax asset of $0.6 million, included in prepaid expenses and other
current assets on our balance sheet, and a non-current deferred income tax asset of $2.0 million, included in other
assets on our balance sheet, primarily for timing differences between book and tax reporting associated with
accrued compensation items. For the twelve months ended December 31, 2004 and 2003, and the six months
ended December 31, 2002, we recorded a provision for domestic federal and state income taxes.

Deferred tax assets (liabilities) are comprised of the following (in thousands):

Year Ended December 31,
2004 2003
Deferred tax assets related to:
Baddebtreserves . .. ...t $ 115 $§ 66
Otheraccruals ......... ... i i 1,404 956
Other .o e e e — 109
Total defe_:rred taX @SSELS . ittt e 1,519 1,131
Deferred tax liabilities related to: ,
Depreciation . ........iiii e .. % 809 $ (32D
Earnings recognized under percentage of completion
provision: .............. e 227 (346)
Other CUITent @SSEtS . . v vt iv ittt et et e (201) —
Goodwill and Intangible amortization . .................... (1,562) (1,496)
- Total deferred tax liabilities ........................ (2,799) (2,169)
Total net deferred tax liability .. ............................. - (1,280) (1,038)
Current portion of deferred tax asset included in prepaid expenses
and Other .. ..o e 1,001 785
Long-term POTHON .. ..ottt ettt ee et et iee e $2,371)  $(1,823)
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Income tax expense 1ncluded in the i mcome statement is as follows (1n thousands)

[

- Year Ended December 31,

(I ‘ 2004 2003 2002
. Current 1ncome tax expense: . o . ‘ e )
S US Federal .........cooo.iiii. PSR .. $9,409 $5453 $1,708
State and local .. ... . P T S . 2,048 1,384 402
1 ) P 5 Total current mcome tax expense . .,.b ..... b': ...... : . 11,457 6,837 2,110
T Deferred income tax expense: : ST g - A

; s US. Federal ....... S TP S0 202 1,154 911
: .- Stateandlocal ........... ... PR Ll n 260 190 279
o Convers1on from Sto C corporatlon Sl — — (2,644
‘ “ Jll} ;J Total deferred income tax expense S, o228 1,344 (1,454)

Total 1ncome tax expense ......... TP N i :$11,685 $8,181 $ 656
: The effectwe tax rates dlffer from the U.S, Federal income tax rate for the following reasons (in thousands):

i
v J’ -

S | L I ) o i . . Year Ended December31,
T _l' T : - T 2004 2003 2002
Income tax expense at the U S Statutory rate .\ .~ ... ... .. ' 1$lO,271 $7.024 $ 2,836
Conversron from Sto C corporation .. ..... .. e L — — (2,644
~ State and local taxes ................... eeeesoooooloo 13490 10390 405
Other .......... FRU > 65 118 59
Income tax expense i AR L..... 811,685 $8181 $ 656

N CONTINGENCIES

: In July 2004 we s1gned a definitive settlement agreement with Bear Steams Merchant Fund Corp. settling .
the “lawsuit filed- by Bear Stearns Merchant Fund Corp. .alleging . breach of contract and other matters in
connection | with its proposal to purchase Modem Technologies Corp (our principal subsidiary, an Ohio
corporauon that 1s now known as MTC Technologres Inc.). The expense associated with this settlement is
includéd in the accompanylng fmancral statements for the year ended December 31, 2004 and was not material to
the f1nancral statements ‘

o . l

O. SUBSEQUENT EVENT S
Acquzsmon of OnBoard Software, Inc. =

In January 2005 we 'purchased all of the outstandmg caprtal stock of OnBoard Software Inc. (OnBoard)
from its sole shareholder ~OnBoard’s customer base consists primarily of the U.S. Air Force and large prime
contractors for- the Department of Defense, and OnBoard supports programs with technical development for a
wide range of 1nnovat1ve and cost- effectrve hardware/software systems. The initial purchase price was $34.1
million’ pard from cash .on hand at closing. In addition, OnBoard’s shareholder may receive additional cash
payments through 2007 if certain operating goals are. dchieved. It is anticipated that we will realize certain
mcome tax beneﬁts in future periods as a result of the OnBoard shareholder agreeing to a Section 338 (h)(10)
electron under the Intemal Revenue Code of 1986. 3
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Acquisition of Manufacturing Technology, Inc.

In February 2005, we purchased all of the outstanding capital stock of Manufacturing Technology, Inc.
(MTI). MTT’s customer base consists primarily of the U.S. Air Force, the U.S. Navy, and large prime contractors
for the Department of Defense, and MTI supports sensitive government programs and specializes in total product
- life cycle support for electronic and other systems used in military and commercial applications. The initial
purchase price was $70.0 million paid in cash at closing, of which approximately $2.0 million was from available
cash on hand and $68.0 million of which was borrowed under our revolving credit facility. MTI shareholders
may receive additional cash payments of $5.0 million if certain operating goals are achieved in 2005. It is
anticipated that we will realize certain income tax benefits in future periods as a result of the MTI shareholders
agreeing to a Section 338 (h)(10) election under the Internal Revenue Code of 1986.

Borrowing under Revolving Credit Facility

As of Fébruary 28, 2005 we had $65.5 million outstanding under our revolving credit facility. Borrowingé
under the revolving credit facility bear interest at a rate of prime less 25 basis points. The Company will pay
interest in March, June, September, and December of each calendar year beginning in March 2005.

P. QUARTERLY FINANCIAL DATA (UNAUDITED)

Unaudited quarterly financial data for the years ended December 31, 2004 and 2003 are as follows (in
thousands):

Mar. 31, June30, Sept. 30, Dec. 31,, Mar.31, June30, Sept. 30, Dec. 31,

For the quarter ended 2003 2003 2003 2003 2004 2004 2004 2004

Income statement data: ‘
Revenue ................ $36,109 $42,565 $50.422 $59,611 $59,868 $62,679 $74,046 $76,434
Gross profit ............. 6,343 7,184 7,847 9,275 9,334 9,832 11,995 12,244
Operating income . ....... 3,820 4,613 5,468 6,481 6,214 6,592 7,721 8,272
Income before income

taxes ....... e . 3,895 4,689 5,542 6,544 6,295 6,798 7,844 8,409
Income tax expense ....... 1,540 1,850 2,218 2,573 2,490 2,641 3,110 3,444
Netincome ............. $ 2355 $2839 $3324 $3971 $ 3805 $ 4,157 $ 4734 §$ 4965
Basic and diluted earnings ' 4

pershare ............. $ 018 $ 022 $ 025 $ 030 $ 026 $ 027 § 030 $ 032
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Item 9. Changes m and Disagreements w1th Accountants on Accountlng and Financial Disclosure
’ N one " PR

Item 9A 2 ontrols and Procedures

Our Chref Executive Officer (CEO) and’ Chief Fmancral Offrcer (CFO) evaluated, together with other
members of usenlor management the effectiveness of our. “drsclosure controls and procedures (as defined in
. Rules 13a—15(e) and 15d 15(e) under'the Secuntres Exchange Act of 1934) as of December 31, 2004. Based on
this revrew,‘our CEO and CFO. have concluded that, as of December 31, 2004, our disclosure controls and
procedures are effectlve to ensure that information requlred to be disclosed by us in the reports that we file or
" submit under the Exchange Act is accumulated’ and communicated to our management, including our CEO and
CFQ; as appropnate to allow timely decisions regardmg required dlsclosure and are effective to ensure that such
information: is recorded processed summarized and reported within the t1me periods specified in the Securities
and. Exchanoe Commrssron s rules and forms. ,

Management, s Reporz on: Internal Control Over F| znanczal Reporting

Our management 1s “also responsrble for estabhshmg ad maintaining adequate internal control over
flnancral reportmg that is desrgned to produce reliable financial statements in conformity with accounting
prmcrples general]y accepted in the United States. Management assessed the effectiveness of our internal control
over, fmancral reportmg as of December 31, 2004. In making this ‘assessment, management used the criteria set
forth“ byuthe Commlttee of Sponsoring Otganizations' of the Treadway Commission (COSO) in Internal
Control—]ntegrated Framework Based on this assessment, management concluded that, as of December 31,
2004, -oyr 1ntema1 control oover financial reporting was effective. based on those criteria. There were no material
weaknesses in 1ntemal control over financial reporting identified by our management. Our indépendent registered
accountmg “firm, Ernst & Young LLP, has issued an attestation report on management’s assessment of our
mtemal control over ﬁnanc1a1 reporting. This attestanon report appears below

Changes in Internal Control

There was no: change in our internal control over ﬁnanc1a1 reportrng during the most recently completed
flscal quarter that has materla]ly affected or is reasonably hkely to. matenally affect internal control over
ﬁnancral reportrng » :

Report of Independent Regzstered Public Accounnng Fi er of Management s Assessment on Internal Control over
F manczal Reportlng - »
The Board of Dlrectors and Shareholders of MTC Technologres, Inc

t

We have audrted management 'S assessment, mcluded /in the accompanying Management s Report on
 Internal Control over’ Financial Reporting which is located under Item 9A. Controls and Procedures, that MTC
Technologres Inc ‘maintained effective internal control over financial reporting as of December 31, 2004, based -
on critéria’ estabhshed in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Orgamzanons of the Treadway Commission (the COSO- criteria). MTC Technologies, Inc.’s management is
respon51b]e for, mamtarmno effective internal . control over. financial reporting and for its assessment of the
effectlveness of mternal control over financial reportmg Our responsrbrhty is to express an opinion on
management s assessment and an opinion on the effectrveness of the’ company s internal control over financial
reportmg based on our audlt :

We conducted our audit in accordance with the standards of the Pubhc Company Accounting Oversight
Board (Umted States) Those standards require that we plan and perform the audit to obtain reasonable assurance .
about’ whether effectrve 1ntema1 control over financial reporting was maintained in all material respects. Our
audrt mcluded obtarmng an understandmg of internal control over financial reporting, evaluating management’s
assessment ‘testing and; evaluatmg the de51gn and operating effectiveness of internal control, and performing such
other' procedures as we  considered necessary in the® crrcumstances We believe that our audit provides a
reasonable ba51s for our oplmon '




MTC TECHNOLOGIES, INC. AND SUBSIDIARIES

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that MTC Technologies, Inc. maintained effective internal control
over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on the COSO
criteria. Also, in our opinion, MTC Technologies, Inc. maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the-Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of MTC Technologies, Inc. as of December 31, 2004 and 2003, and
the related consolidated statements of income, stockholders’ equity, and cash flows for each of the two years in the
period ended December 31, 2004 and our report dated February 28, 2005 expressed an unqualified opinion thereon.

/s/ Emst & Young LLP

Ernst & Young LLP
" Dayton, Ohio
February 28, 2005

Item 9B. Other Information

None.

PART III.
Item 10. Directors and Executive Officers of the Registrant

Information regarding Directors of the Company, and the Code of Business Conduct and Ethics, as required by Part
01, Item 10, is incorporated herein by reference to information that will be contained in the Company’s definitive proxy
staternent for its 2005 Annual Meeting of Stockholders under the heading “Election of Directors (Proposal No. 1).”

Information regarding compliance with Section 16(a) of the Exchange Act, as required by Part 111, Item 10,
is incorporated herein by reference to information that will be contained in the Company’s definitive proxy
statement for its 2005 Annual Meeting of Stockholders under the heading “Section 16(a) Beneficial Ownership
Reporting Compliance.” :

Information regarding the executive officers of the Company is included in this Annual Report on Form
10-K in Part I, Item 1, under the heading “Executive Officers of the Registrant.”
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Ttem 11 Executlve Compensatlon ‘

Informanon regardmg Executive Compensanon as requrred by Part III Item 11, is incorporated herein by
reference to information ‘that will be contained in the Company’s definitive proxy statement for its 2005 Annual
Meetmg of Stockholders «under the. headrngs “Director Compensanon 7 “Compensanon of Executrve Officers”
‘and “Compensatron Commrttee Interlocks and Insider Partrcrpatron ?

Item 12 Securlty Ownershlp of Certam Beneficial Owners and Management and Related Stockholder
Tt Matters ‘ ‘

Infonnatron regardrng Security Ownershrp of Certam Beneficial Owners and Management and Related
'Stockholder Matters as required by Part 111, Item 12, is mcorporated herein by reference to information that will
be contamed in; the Company’s definitive proxy statement for its 2005 Annual Meeting of Stockholders under the

headrngs “Securrty Ownership of Management and Certain Beneficial Owners” and “Compensatron of Executive
Ofﬁcers——Eqmty Compensatron Plan Information Table.” ‘

Item 13 Certam Relatlonshlps and Related Transactrons . T

Infonnanon regardmg Certain Relanonshrps and Related Transactions, -as required by Part III, Item 13, is
mcorporated herein'by.reference to information that will be containéd in the Company s definitive proxy statement for
1ts 2005 Annual Meeung of Stockholders under the headlng “Certam Relanonshrps and Related Party Transactions.”

Item 14“ I’rmcrpal Accountant Fees and Servrces

Informat‘on regardmg Principal Accountant Fees . and Services, as required by Part III, Item 14, is
1ncorporated hereln by reference to information that will ‘be contained..in the Company’s definitive proxy
statement Jfor 1ts 2005 Annual Meeting of Stockholders under the headmg “Ratify Selectron of Independent
Accountants (Proposal No 2)

[ . ‘ ) Part IV
Item 15. o Exhlblts and Fmanc1al Statement Schedules

1. F1nanc1al Statements

o ; . ) Page
Report of Independent Reglstered Pubhc Accountmg an . L D 38
Report of Independent Registered Public Accounting. Firm L e 39
Consolidated Balance Sheets as of December 31, 2004 and 2003 .. ....... e 40
Consolrdated Statements of Income for the years ended December 31, 2004, 2003 and 2002 .. .......... 41 -
Consohdated Statements of Stockholders Equ1ty for the years ‘ended December 31,2004, 2003

QA 200215 .. i s 42
Consohdated Statements of Cash Flows for the years ended December 31 2004, 2003 and 2002 ......... 43
Notes to the Consohdated Fmancral Statements .:....... T e e 44

| + '
' by
RIS

2. Fmancral Statement Schedules

All schedules are. omitted because they are not applrcable or the required information is shown in the
ﬁnanc1al statements or notes thereto.

3. Exhlblts i

-The exh1b1ts llsted on the accompanyrng Exhibit Index are flled as part of this Report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(6) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

MTC TECHNOLOGIES, INC.

By: /s{ MICHAEL I. GEARHARDT

Michael I. Gearhardt
Chief Financial Officer

Dated: March 11, 2005

Pursuant to. the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signatures ) ) m Date
* Chairman of the Board March 11, 2005
Rajesh K. Soin
/s/ DavID S. GUTRIDGE Chief Executive Officer, Secretary March 11, 2005
David S. Gutridge and Director
(Principal Executive Officer)
/s/ MICHAEL I. GEARHARDT Chief Financial Officer, Senior Vice March 11, 2005
Michael I. Gearhardt President and Treasurer

(Principal Financial Officer and
Principal Accounting Officer)

* Director March 11, 2005

Don R. Graber .
* ~ Director March 11, 2005
William E. MacDonald, 111
#* Director . . March 11, 2005
Lawrence' A. Skantze
* Director March 11, 2005
Kenneth A. Minihan )
* Director March 11, 2005

Lester L. Lyles

* The undersigned, by signing his name hereto, does sign and execute this Annual Report on Form 10-K for the
above-named directors of the registrant as indicated pursuant to the powers of attorney executed by such
directors that are filed with the Securities and Exchange Commission on behalf of such directors as Exhibit
24.1 to this Annual Report on Form 10-K.

By:' » /s/  MICHAEL I. GEAi{HARDT

Michael 1. Gearhardt
Attorney-in-Fact

March 11, 2005
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s gt ~EXHIBJ;'T1NI')EX‘A‘
Exhibit | ' S |

No. .- Descrlptlon ‘

”Stock Purchase Agreement dated October 17, 2002 by and among Modern Technologres Corp "

' MTC T echno]ogres Inc. and the Shareholders of AMCOMP Corporation (incorporated by

" J,reference ‘to. Exhibit 2. 1 to MTC Technologres Inc S Current Report -on Form 8-K (Commrssron
" No: 000 49890) filed on October 18, 2002).: -

‘ Stock Purchase Agreement, dated as of October 1, 2003 by and among MTC Technologies, Inc.,

o Modern Techno]ogles Corp., V1sha] Soin, Amol Soin and Indu Soin (incorporated by reference to
Exhrbrt 2.1t0 MTC Technologres Inc.’s Current Report on Form 8-K (Commrsswn No. -

OOO 49890) filed on October 1, 2003).

tock Purchase Agreement, dated October 24 2003 by and. among MTC Technolovres Inc. erham
j 'B. Farmer, Michael A. Cinque and Frank C. Muzzi (mcorporated by reference to Exhibit 2 1to
MTC Technologles Inc.’s Current Report on Form 8 K (Comnnssron No. 000 49890), filed on
October 29,2003).

24 ;' rStock Purchase Aoreement dated as of June 28 2004 by and among MTC Technologres Inc., an

L ‘ 'Ohro corporation, MTC Technologies, Inc.;a Delaware corporation, and the shareholders named
Nk therem (incorporated by reference to Exh1b1t 2.1 to MTC Technologies, Inc.’s Current Report on
| j‘Form 8-K' (Commrssron No, 000-49890), f11ed on July 14, 2004)

2.5 Stock Purchase Agreement dated as’of January 18 2005, by and between MTC Technologtes Inc.,
e nan Ohro corporation, and Davrd A. Spencer (mcorporated by reference to Exhibit 2.1 to MTC
f ;'.Technologxes Inc.’s Current Report on Form 8-K (Cornm1ss1on No. 000-49890), filed on
" ;January 24, 2'005). : :

2.6 L Stock Purchase Agreement dated as of December 27 2004 by and among MTC Technologres Inc.,
B an Ohro corporatron and Dr. Paul Hsu and MaJes Hsu (incorporated by reference to Exhibit 2.1 to
v MTC Technologres Inc.’s Current Report on Form 8 K (Commrssron No. 000 49890), filed on
e ‘February 17, 2005) : . :

2.7 Amendment to Stock Purchase Agreement, dated as of February 11, 2005 by and among MTC
L B Technologres Inc., an Ohio corporation, and'Dr. Paul Hsu'and Majes Hsu (incorporated by
b f» ;reference to. Exhlbrt 2.2:to MTC Technologies, Inc.’s Current Report on Form 8-K (Commission -
. No. 000 -49890), filed on February 17, 2005)

Amended and Restated Certificate of Incorporatron (mcorporated by reference to Exhibit 3.1 to
'Amendment No. 1 to MTC Technologies, Inc s Regrstrauon Statement on Form S-1 (Commission
r}'No 333 87590) filed on June 12,2002). *. - - . r

32 - Amended and Restated BylaWS (incorporated by reference to Exhrbrt 3.2 to Amendment No. 1 to
M ‘MTC Technologres ‘Inc.’s Regrstratlon Statement on Form S-1 (Commission No. 333-87590), filed
L ;i on June 12, 2002). )

41 Specrmen certrﬁcate for shares of common stock (mcorporated by reference to Exhibit 4.1 to
" vt Amendment No. 2 to MTC Technologies, Inc s Regrstratron Statement on Form S 1 (Commission
: jiNo 333 87590) filed on June 24, 2002). '

4.'2‘* ! Regrstratron Rrghts Agreement dated as of June 11, 2002 by and between MTC Technologres Inc.
B - and Rajesh: K Soin (incorporated by reference to Exhibit 4.2 to Amendment No. 1 to MTC

e h ‘Technologres Inc.’s Reglstratron Statement.on Form S- 1 (Commrssron No. 333-87590), filed on
Ny June 12, 2002).

43 ) “‘ Regrstrauon Rights Agreement, dated as of October 1,2003, by and among MTC Technologies, Inc.,
‘ ,‘ Vrshal Soin, Amol Soin and Indu Soin (1nc0rporated by reference to Exhibit 4.5 to MTC Technologies, .
Inc s Regrstratton Statement'on Form S 3 (Commrssron No. 333- 112056) filed on January 21, 2004).

r_(,y}
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Exhibit
No.

10.1

10.2

10.3

10.4

10.5*
10.6*
‘ 16.7*
10.8%

10.9%
10.10*
10.11*
211
23.1
232
24.1
31.1

31.2

321

Description

Credit and Security Agreement, dated as of January 31, 2003, by and among MTC Technologies,
Inc., Modern Technologies Corp., National City Bank, for itself and as Agent, Keybank National
Association, Fifth Third Bank, and Branch Banking and Trust Company (incorporated by reference
to Exhibit 10.1 to MTC Technologies, Inc.’s Annual Report on Form 10-K (Commission No.
000-49890), filed on March 20, 2003).

First Amendment to Credit Agreement and Revolving Credit Notes, dated as of December 31, 2003, by
and among MTC Technologies, Inc., a Delaware corporation, MTC Technologies, Inc. (formerly
known as Modern Technologies Corp.), an Ohio corporation, National City Bank, for itself and as
lead arranger and administrative agent, KeyBank National Association, Fifth Third Bank, and Branch
Banking and Trust Company (incorporated by reference to Exhibit 10.2 to MTC Technologies, Inc.’s
Annual Report on Form 10-K (Commission No. 000-49890), filed on March 2, 2004).

Second Amendment to Credit Agreement, dated as of July 24, 2004, by and among MTC Technologies,
Inc., a Delaware corporation, MTC Technologies, Inc. (formerly known as Modern Technologies
Corp.), an Ohio corporation, National City Bank, for itself and as lead arranger and administrative
agent, KeyBank National Association, Fifth Third Bank, and Branch Banking and Trust Company.

Third Amendment to Credit Agreement, dated as of December 28, 2004, by and among MTC
Technologies, Inc., a Delaware corporation, MTC Technologies, Inc. (formerly known as Modern
Technologies Corp.), an Ohio corporation, National City Bank, for itself and as lead arranger and
administrative agent, KeyBank National Association, Fifth Third Bank, and Branch Banking and
Trust Company (incorporated by reference to Exhibit 10.1 to MTC Technologies, Inc.’s Current
Report on Form 8-K (Commission No. 000-49890), filed on January 3, 2005).

MTC Technologies, Inc. 2002 Equity and Performance Incentive Plan (Amended and Restated
February 25, 2004)(incorporated by reference to Exhibit 10.3 to MTC Technologies, Inc.’s Annual
Report on Form 10-K (Commission No. 000-49890), filed on March 2, 2004).

Modern Technologies Corporation Master Savings Plan (incorporated by reference to Exhibit 4.3 to
MTC Technologies, Inc.’s Registration Statement on Form S-8 (Commission No. 333- 111537)
filed on December 24, 2003).

Form of Directors and Officers Indemnification Agreement (incorporated by reference to Exhibit
10.4 to Amendment No. 1 to MTC Technologies, Inc.’s Registration Statement on Form S-1
(Commission No. 333-87590), filed on June 12, 2002).

Tax Indemnification Agreement, dated as of June 10, 2002, by and between MTC Technologies, Inc. and
Rajesh K. Soin (incorporated by reference to Exhibit 10.5 to Amendment No. 1 to MTC Technologies,
Inc.’s Registration Statement on Form S-1 (Commission No. 333- 87590) filed on June 12, 2002).

Form of Nongqualified Stock Option Agreement.

- Form of Incentive Stock Option Agreement.

Form of Director Restricted Share Units Agreement.
Subsidiaries of MTC Technologies, Inc.

Consent of Deloitte & Touche LLP.

Consent of Ernst & Young LLP.

Powers of Attorney.

Certification of the Chief Executive Officer Pursuant to Rule 13a-14(a)/15d-14(a) of the Securities
Exchange Act of 1934,

Certification of the Chief Financial Officer Pursuant to Rule 13a-14(a)/15d-14(a) of the Securities
"Exchange Act of 1934.

Certification of the Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Indicates management contracts or compensatory plans or arrangements.
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MTC Technologies, Inc’s common stock has been listed on the NASDAQ® National Market under the
~..symbol MTCT since June 28, 2002. MTC. Te,c\h‘nologles Inc. has never paid any dividends on its com-
and does not intend to pay ca v.idends for the foreseeable future, as the Board believes

""we have an abundance of excellent lnvestmer‘;?’ opportunities. Any future demsnon as to the payment of

dividends will be at the discretion of the Board of Directors after taking inta account various factors,
including our financial condition, operating results, cash needs, growth plans and the terms of any
credit agreements that we may be party to at the time. -

~ Fora, change of name or address, or to replace lost stock certificates, contact MTC Technologies,
Inc’s transfer agent. Securltles analysts and investors may contact Michael Gearhardt, Senior Vice
mosident and Chief Financial Officer, for additional information about the company.

Mellon Investor Services LLC Jones Day
Overpeck Center - 85 Challenger Road Cleveland, Ohio

Ridgefield Park, New Jersey 07660-2108
800 756 3353

Daniel J. Bigelow

MTC Technologies, Inc.
837-252-9199,-ext. 1352
daniel.bigelow @ mtctechnologies.com

In addition to the MTC professionals permanently
working at MTC and military locations around the
globe, several of our engineers have volunteered to
support Operation Iraqi Freedom. Here, MTC's
Marty Lindenblatt receives a pre-combat briefing
from 1st Cavalry Division personnel at a base
camp outside of Baghdad.
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